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The Victorian Auditor-General’s Report 
By A. A. FitzGERALp 





The report of the Auditor-General for the State of Victoria, Mr. 
E. A. Peverill, which was issued late in October, draws attention to 
certain unsatisfactory features associated with public finance in Victoria. 

Similar comments made in the Auditor-General’s reports in previous 
years have not attracted the attention they merit. They are of such 
anature as to warrant the enthusiastic support of accountants, for they 
felate to features in which current practices are at variance with accepted 
standards of accounting, and the accountancy profession has an obliga- 
tion to direct attention to these comments, and to give them every 
"possible support. 

The matters in question are: 

(a) The inherent disadvantages in the present system of financing 

unemployment relief. 

(b) The unsatisfactory methods by which depreciation of public 

assets is handled in the public accounts. 

As to the system of financing unemployment relief, Mr. Peverill 

ints out that the Unemployment Relief Fund represents a departure 
- the accepted principle by which Parliament maintains close control 
over expenditure from money raised by taxation and expenditure from 
loan funds. 

He points out also that confusion results from the existence of special 
funds outside the consolidated Revenue Account, in that the position 
fegarding the net surplus or deficits is obscured by the exclusion of 
portion both of revenue and expenditure from the consolidated Revenue 
Account. 

He seems to find some justification for the adoption of the Unemploy- 
ment Relief Fund in the urgency of the unemployment problem during 
the years of depression, and the need for flexibility in expenditure. 
Those justifications are no longer valid, and he says, therefore, that “It 
seems opportune in the altered circumstances to revive the objections to 
the unemployment relief fund, and to suggest again the desirability of 
bringing the unemployment relief expenditure within the scope of the 
@mnual Appropriation Acts.” 

That the question is one of considerable significance is emphasised 
by consideration of the volume of the expenditure from Unemployment 
Relief Funds. Since the fund was created in 1930-31, disbursements 
Mave amounted to more than £30 million, of which £12 million has been 
Maised by loans and the balance of nearly £18 million from taxes. For 
Me financial year 1939-40, the expenditure was £3,451,372, of which 
9,560,505 was from loans and £1,890,867 from revenue. 

In the same year, the expenditure from consolidated revenue was 
17,045,885. So that, apart altogether from the question of the 
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expenditure from loan funds, approximately 10% of the total expend 
ture of the State on Revenue Account was disbursed through the 
Government departments from this special Fund. 

As Mr. Peverill points out: “In authorising the Unemployment 
Relief Fund, Parliament abandoned its close control over expenditure 
from money raised by taxation. The close scrutiny given to items of 
expenditure of departments which derive their spending authority from 
the annual votes is in contrast to the comparative absence of similar 
standards in the authority conferred by the provisions of the Unemploy- 
ment Relief Acts. It was expenditure under itemised votes which was 
contemplated by the original framers of the Audit Act.” 

As to the question of depreciation of public assets, this has long been 
a source of difficulties and dangers. It has two aspects: 

1. Any failure to take into account depreciation of public assets 

renders public accounts inadequate as a means of disclosing 
whether the State is or is not paying its way. Invisible expend 
ture, such as depreciation, is not automatically reflected in a cash 
statement. 
Unless funds are set aside year by year to provide for the replace- 
ment of the assets which are being worn out, the time must come 
when those assets must be replaced from the revenue of one 
year, or, more likely, from loan expenditure. 

The Auditor-General has dealt with both these aspects. 

As to the difficulty of accounting for depreciation in a cash statement, 
he says: “In government accounting, the replacement of public assets 
is a charge in the year the replacement is effected. There is no regular 
annual provision for depreciation. There should be excepted from this 
generalisation certain undertakings which come within the scope of the 
consolidated Revenue Account for which special legislation relating to 
depreciation exists, but the charges thereunder are in certain cases 
inadequate. In particular, the charge from year to year representing 
the plant wastage of the Railway Department is governed by special 
legislation under which adequate provision has not been made obligatory.” 

As to the second aspect, he draws attention to the expenditure of 
£294,662 from loan moneys during the year to provide for deferred 
renewals and replacements in the Railway and Education Departments, 
and he shows how, in place of the apparent loss of £482,869 of the 
Railway Department for 1939-40, which was the amount met from 
general revenue, the total cost to the State of the Railway undertaking 
during that year, having regard to depreciation and working expenses 
paid from extraneous funds, was no less than £1,066,577. Even this 
figure was arrived at after excluding interest on the £30 million loan 
liability which was “written off” a few years ago. 

Further point is given to this evident defect in the financial arrange- 
ments by his review of the operations on the Railway Renewal and 
Replacements Fund. 

“Depreciation—Section 7 of the Act No. 4429 provided for the 
establishment of a Railway Renewals and Replacements Fund and 
required that there should be paid annually into the fund a minimum sum 
of £200,000 and any other amounts provided by Parliament for the 
purpose. Interest from the investment of moneys standing to the 
credit of the fund and the net proceeds from the sale of materials wert 
also to be paid into the fund. 

“Payments out of the fund were to be ‘for the purpose of railway 
renewals and replacements other than such renewals and replacements 
as are carried out in the ordinary course of maintenance.’ 
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“A summary of the 1939-40 transactions through the fund is as under : 
Balance at June 30, 1939 .. .. .. . £27,942 


Special Appropriation Act No. 4429 “eae 200,000 
Depreciation on rail motor and road motor, etc. .. 30,136 
Sundry sales and abolitions, etc. .. .. .. .. .... 67,342 


£325.420 
Less Renewals and replacements during the year .. 236.291 


Balance at June 30, 1940 .. .. 2. 1. oe oe oe oe £89,129 


“The receipts for the year totalled £297,478, but the Commissioners’ 
estimate of loss due to depreciation was £624,616. There has thus been 
an inadequate provision for renewals during the year amounting to 
£327,138. Since Act No. 4429 first came into operation, the difference 
between the Commissioners’ estimates and the amount provided for 
has reached a total of £998,583. This is a substantial sum and, as a 
serious position is developing, attention is drawn to the need for 
materially increasing the sum to be paid annually into the fund. 

“The balance to the credit of the fund at June 30, 1940, was £89,129. 
Experience to date shows that the fund is not accumulating at the rate 
necessary to ensure that money will be available to meet the replacement 
of major units of plant as the necessity arises. 

“Payments are being made from the fund in accordance with the con- 
ditions prescribed. Moreover, nothing under £50 is being authorised as 
acharge on the fund. It is clear, however that this arbitrary limit must 
be raised considerably if the fund is to be conserved towards meeting 
heavy items of expenditure in the future.” 

The situation is thus obviously much more serious than is popularly 
believed. The position which is arising as the result of inadequate pro- 
visions for depreciation in the past is serious, but perhaps even more 
serious is the fact that past practice is apparently being continued. 

Discussing the expenditure from loan moneys during the year for 
deferred renewals and replacements in the Railways and Education 
Departments, Mr. Peverill says: “This expenditure is related to the 
financial stringency of the depression years. If the expenditure could 
have been incurred at that time, the deficits of those years would have 
been increased, and, in effect, the loan liability of the State would have 
been increased. This departure from orthodox practice in applying loan 
moneys to the maintenance of assets was, in the circumstances, authorised 
by Parliament. It should not be overlooked, however, that normally 
such expenditure would have been an outgoing chargeable against 
revenue.” 

He might have gone even further, since it is not certain that the loan 
liability would have been increased if the expenditure had been dealt 
with as it accrued. It is conceivable that a more thorough realisation 
of the financial position, including the invisible, but inescapable, depre- 
ciation of public assets, might have led, even in the depression years, to 
an even more vigorous attempt than was made to cut our coaf according 
to our cloth, either by raising additional revenue from taxes or by 
reducing other expenditure. 

One unfortunate result of the failure to treat depreciation as current 
expenditure is the fact that commitments which involve immediate pay- 
ments in cash are naturally regarded as being of greater urgency 
aid as deserving priority of treatment over the proper maintenance of 
the assets. As every accountant knows, this is a fallacious and danger- 
ous viewpoint. 
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One other interesting point from the report deserves notice. That is 
the matter of the writing off of capital of various Government under. 
takings, such as the Railways and the State Rivers and Water Supply 
Commission. Justification for this writing off is sought in cases where 
the earning capacity of the assets is clearly considerably below their 
book value. On the other hand, it must of course not be overlooked 
that no so-called “writing off” of capital can relieve the State from its 
obligation to meet interest and sinking fund charges on the full amount 
of the loan moneys which it has invested in these assets. 

Some years ago, an amount of £30 million was written off the Rail- 
ways Capital Account, but, in dealing with the State Rivers and Water 
Supply Commission, a different procedure was followed in that capital 
which was not represented by available assets was transferred to an 
account called “Loan Liability borne by the State.” Mr. Peverill’s com- 
ment on this latter procedure is as follows: 

“By Section 4 of Act No. 4513 of 1937, provision was made for 
part of the loan liability to be borne by the State. The interest and 
sinking fund charges payable by the Treasurer are in no way reduced 
by this allocation of the capital outlay. It is, however, something more 
than a matter of bookkeeping. The Water Act imposes a duty on the 
Commission of so fixing rates and charges within Districts that assess- 
ments raised will be in close agreement with the costs consisting of 
management, maintenance, depreciation, interest and redemption 
charges. The reduction in the capital to be borne by the various 
districts and the authority given by Section 6 of Act No. 4513 to trans- 
fer certain losses to the State have made the discharge of this duty a 
practical possibility.” 





Articles in Overseas Journals 





The Accountant 

July 27, 1940.—The Problem of Production, by Professor J. H. 
Jones; Directors: Vacation of Office, by F. Shackleton. 

August 3, 1940.—Financial Economy and Inflation, by Professor 
J. H. Jones; The Prices of Goods Act, 1939: A New Pricing Formula, 
by T. Robinson. 

August 10, 1940.—Leading Article on Trade Fixtures; Financial 
Economy and Inflation—II. 

August 17, 1940.—The Determination of Railway Costs and 
Charges, by V. Sommerfield; The Economic Mobilisation of Britain. 

August 24, 1940.—Progressive Organisation of Industrial Effort, 
by Professor J. H. Jones; Future of Gilt-edged Securities, by 
H. Ferguson ; Methods of Valuation, being Report of a Questionnaire 
issued by the Accounting Research Association. 

August 31, 1940.—Weekly and Monthly Reports, by J. H. Black. 


The Journal of Accountancy 
September, 1940.—Punched Card Accounting from the Audi 
Viewpoint, by L. E. Vannais; Internal Control from the Viewpoitt 
of the Auditor, by F. G. Short; Distribution Costs—A New Frontier 
for Accounting, by D. R. Longman; Cutting Time and Cost on 
Stock Brokerage Audits, by J. S. Seidman; Quick Computations, by 
W. R. G. Duane. 


The Canadian Chartered Accountant 
September, 1940.—Recent Trends in Accounting, by G. O. May. 
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Taxation Section 
Epitep By J. A. L. GUNN, F.1.C.A. 


CAPITALISATION OF INTEREST 


Section 19 of the Commonwealth Income Tax Assessment Act provides 
that income shall be deemed to have been derived by a person although 
it is not actually paid over to him but is reinvested, accumulated, 
capitalised, carried to any reserve, sinking fund or insurance fund 
however designated, or otherwise dealt with on his behalf or as he 
directs. 

The following sections of the State Acts are identical:—N.S.W., 
S. 12; Vic., S. 10; Qld., S. 9; S.A., S. 20; W.A., S. 12; Tas., S. 24. 

Section 19, and the corresponding sections of the State Acts, apply 
with special force to such items as interest derived, one of its objects 
being to prevent a taxpayer successfully claiming that income derived 
by him, but not actually received in his hands, is not assessable income 
because it has been either capitalised or otherwise dealt with on his 
behalf. 

The following elementary example illustrates this point :— 

A customer places £1,000 on fixed deposit with a bank on January 
5, 1939, for a year at 24 per cent. Instead of drawing the year’s 
interest, £25, on the due date, January 5, 1940, he arranges for the 
principal and interest, £1,025, to be reinvested on fixed deposit for 
another year. The £25 is assessable income of the year ended June 30, 
1940. 

It is clear that, in order to render the interest assessable income of 
the year in which it is so credited, the depositor must have an option 
as to whether the interest be reinvested, or paid to him. But, supposing 
the bank, which credited the interest, was in default on the due date, 
is the depositor assessable? This problem arose when the New South 
Wales Savings Bank closed its doors during the last depression, when 
interest was credited to depositors but neither it nor the principal was 
available to them. 

I then expressed the opinion that such interest was not assessable as 
income of the year in which the bank credited the interest, and quoted 
the following extract from the judgment of Darley C.J. in Liguidator 
of the North Sydney Investment Co. Ltd. v. C. of T. (N.S.W.) (1898), 
19 N.S.W. L.R. at p. 229, in support:—“Income . . . in my opinion, 
means that there must be some actual, tangible sum of money which, 
being actually income, has come, or been coming, to the taxpayer, and 
which, if not actually paid over to him, has been credited, reinvested, 
accumulated, or capitalised on his behalf. It cannot possibly be said 
that debts which have not been paid as they became due are ‘accumu- 
lating’ within the meaning of this section.” 

Judgments since given fully support the above contention :— 

_ The holders of a mortgage on which interest was in arrear accepted, 
in discharge of that mortgage and of all sums due thereunder, a new 
mortgage for a principal sum, part of which represented the arrears 
of interest due under the old mortgage. The grantors of the new mort- 
gage were not identical with the grantors of the old mortgage, and the 
property mortgaged was greater in extent. Held, by the Privy Council, 
that the acceptance of the new mortgage did not operate as payment 
of the arrears of interest so as to bring those arrears into charge in the 
yar in which the new mortgage was accepted, Raghunandan Prasad 
Singh v. Income Tax Commissioner (1933), L.R. 60 Ind. App. 133. 
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In the above case the Privy Council said, “To give security for a debt 
is not to pay a debt. If the assessees had received payment in kind 
of the amount outstanding on the original mortgage, in the shape, say, 
of realisable shares or bonds, the case would have been different, but 
they merely received further and better security for their debt.” 

As the giving of a security, or further security, is not payment of a 
debt, neither is there payment where the debtor gives his promissory note 
by way of security for interest owing. Income Tax Comr. v. Darbhanga 
(Maharaja-dhiraja) (1933), L.R. 60 Ind. App. 146: “There is, of 
course, no doubt that a liability to pay interest, like a liability to make 
any other payment, may be satisfied by a transference of assets other 
than cash and that a receipt in kind may be taxable income. But for 
this to be so it is essential that what is received in kind should be the 
equivalent of cash or, in other words, should be money’s worth,” per 
Lord Macmillan. 

Money was lent on a mortgage of reversionary interests. The deed 
provided that the interest was to be paid half-yearly, and if any 
interest was not paid within 30 days of the due date, the sum due was 
to be capitalised, compound interest being payable thereon. Interest 
fell in arrear and was capitalised. The mortgagee later sold the property, 
and obtained payment of the balance due, including the capitalised 
interest. The English Court of Appeal held that the interest was not 
paid by the mortgagor half-yearly when it was added to the principal. 
I.R. Comrs. v. Lawrence Graham & Co, (1937), 21 Tax Cas. 158. 

A case of the above nature has recently been decided by the High 
Court of Australia for the first time (Permanent Trustee Co. of N.S.W. 
Ltd. and another v. F.C. of T. (1940), 2 A.I.T.R. 109). 

The deceased and W. had been partners and the deceased had lent 
money at interest to the partnership and to W. personally. An account 
taken between them on the dissolution of the partnership before the 
deceased’s death showed W. indebted to the deceased in the sum of 
£8,388, which included a sum of £2,535 composed of £1,401/15/2 
interest said to be owing on W.’s personal account and £1,073/13/7 
said to be the deceased’s half share of the interest owing to the deceased 
by the partnership. By the deed of dissolution W. undertook a personal 
liability to the deceased, further charging property, which was already 
heavily mortgaged to the deceased for part of the sum of £8,388, with 
payment of the remainder of that sum including the amount for interest 
in question in this case. The property was quite incapable of producing 
a surplus out of which the amount representing interest could be paid 
and W. himself could not and did not pay any of this amount. 

Of the £2,535, the deceased had included £438 in his income tax 
returns for previous years and the Commissioner assessed the balance 
(£2,097) to income tax as interest derived by the deceased and capitalised 
by the deed of dissolution. The appellants, the executors of the deceased, 
objected to the assessment and, as to part of the £2,097, they also 
relied on the fact that the deceased had been credited with too much for 
interest in the account taken on dissolution. 

Held, the sum of £2,097 was not assessable to income tax. 

The following is an extract from Mr. Justice Rich’s judgment: 

“In the present case the interest was by a deed carried to the capital 
account and in this sense capitalised. But S. 19 does not say that 
wherever this happens income shall be deemed to be derived, but it says 
that it shall be deemed to be derived income on the assumption that it is 
income and in other respects is derived, notwithstanding that there is n0 
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actual payment over but a capitalisation or other dealing on behalf of 
the taxpayer or under his direction. The object is to prevent a taxpayer 
escaping though his resources have actually been increased by the 
accrual of the income and its transformation into some form of capital 
wealth or its utilisation for some purpose. If, when the deceased 
entered into the deed of dissolution of partnership, he had obtained an 
investment for the moneys due to him, including interest adequate to 
cover it, providing him with the equivalent in a capital form of everything 
due to him, the case might not have been very different from that of a 
man who obtains a cheque for interest from the debtor and hands it 
back to him as part of a new investment on fixed mortgage on adequate 
security. But here the facts show that the deceased got nothing except 
anew obligation to pay in exchange for an existing obligation to pay. 
He was no nearer getting his money or of transferring it into anything 
of any value. His debtor could neither pay nor secure payment of the 
debt to him except by charging it on property already heavily mortgaged 
and quite incapable of producing a surplus out of which the amount 
representing interest could be paid. 

“To see whether income has been derived one must look to realities. 
Usually payment of interest by cheque involves a receipt of income but 
payment by a valueless cheque does not. ‘For income tax purposes 
receivability without receipt is nothing, Law of Income Tax (Sir 
Houldsworth Shaw and Baker), p. 111. You do not transform interest 
into an accretion of capital by writing out words on a piece of paper. 
There must be some reality behind them. Some accretion of value to 
corpus. The facts in ihis case show that there was not ‘an actually 


realised or realisable profit’ (Cross v. London & Provincial Trust Ltd. 
(1938) 1 K.B. at p. 798). All that happened in this case was to change 
a forlorn hope of interest into a still more forlorn hope of capital. 
In my opinion income was not derived even if the sums for interest 
included in the Commissioner’s £2,097 were really due and not as the 
taxpayers claim only in part due owing to error.” 


Windfall on Account of Revenue 


It was stated above that the appellants also relied on the fact that 
the deceased had been credited with too much for interest in the account 
taken on dissolution. However, in view of the above decision it was 
unnecessary for the High Court to go into the question of the extent 
of the error and its effect. Nevertheless, the remarks of Mr. Justice 
Rich on this aspect of the case are of great interest :— 

“It is enough for me to say that if an error in calculation is such that 
the deed can be rectified I find it difficult to see how the deceased could 
be considered as having obtained anything by the mistake. If, how- 
ever, too much income was credited to him by a mistake which could 
not be undone so that he really obtained a final benefit I should have 
thought that the fact that it was a mistake would make no difference 
in his liability for income tax. A windfall on account of revenue 
may quite well be income.” 


INTERSTATE PROFITS 
Derived by a Trader 


_In the October, 1939, issue of the journal certain anomalies in the 
iiterstate trading provisions of the Victorian and New South Wales 
Acts were discussed at pp. 148-150. Among other things I referred 
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to the position where goods are sold in New South Wales by a branch 
of a Victorian business where the branch is not “substantially self. 
controlled.” I expressed the view that the whole of the branch's 
profits would be subject to New South Wales income tax because its 
sales are made in the course of a business carried on in New South 
Wales, and one-half of its profit would be subject to Victorian income 
tax, because the branch is not substantially self-controlled. 

This view, so far as it concerns New South Wales income tax, has 
recently been upheld by the Supreme Court of New South Wales in 
the recent case of O. Gilpin Ltd. v. C. of T. (1940) 2 A.I.T.R. 105:— 

The taxpayer was a Victorian company supplying and substantially 
controlling from Victoria its chain stores in New South Wales. The 
local staff, in the main, merely conducted ordinary retail counter sales 
at fixed prices; filling in standard forms for replacement of stock, and 


banking receipts (after payment of wages, rent and petty expenses) for J 


remittance to the company’s bank in Victoria. All accounts were kept 
at the company’s office in Victoria, the total sales and purchases being 
entered to general accounts and not to particular accounts in respect 
of each shop. 

The company was assessed to New South Wales income tax on 
the whole of the profits of the shops in that State. The company objected 
and claimed that only one-half of those profits were subject to New 
South Wales income tax. The company relied on S. 39 of the New 
South Wales Act which provides that where goods are sold in New 
South Wales in the course of a business carried on out of that State, 
but in Australia, by a person who is not the manufacturer of the goods, 
one-half of the profit arising from the sale shall be deemed to be income 
derived in New South Wales. 

Mr. Justice Maxwell held that the whole of the profit from the sale 
of goods in the New South Wales shops (and not one-half only under 
S. 39) was taxable as income derived in New South Wales because the 
goods were not sold “in the course of a business carried on out of” 
New South Wales within the meaning of S. 39. His Honor held that 
the test under that section is not whether the business is entirely or 
principally controlled from without the State or whether some sub- 
stantial part of the business transactions, which end in the sales, and 
the totality of which produces the profit, takes place outside the State. 
The section is intended to apply to sales in the course of a business 
carried on out of the State as distinct from one carried on in or both 
in and out of the State. 

I take leave to repeat the recommendation made in the October, 1939, 
issue of the journal, viz., that the present anomalies can best be over- 
come by amendments to the Victorian Act (and also to the South 
Australian and Western Australian Acts which followed Victoria) 
bringing them into line with the New South Wales Act. If this were 
done, then the whole of the profit of a branch would be subject to tax 
by the State in which it is established and no part of the profit would 
be subject to tax in the State where the head office is situated, and this 
would be so whether or not the branch is substantially self-controlled. 


UnITED Kincpom INCOME Tax 


The United Kingdom budget introduced on July 23, 1940, fixes the 
standard rate of income tax for 1940-1941 at 8/6 in £ (1939-40 rate 
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7/-). The statutory exemption for a single person is £100 (1939-40, 
£100) ; for a married man £170 (1939-40, £180). The earned income 
allowance is one-sixth of earned income (1939-40, one-fifth). The 
first £165 (1939-40, £135) of taxable income is charged at 5/- in the 
£ (1939-40, 2/4) ; the balance is charged at the standard rate of 8/6. 

The new rates for United Kingdom surtax are set out in the 
following schedule :— 


Tax chargeable on 1939-40 1940-41 
every £ of income Rates Rates 
d. s. 


From 2,001 to 2,500 
2,501 to 3,000 
3,001 to 4,000 
4,001 to 5,000 
5,001 to 6,000 
6,001 to 8,000 
8,001 to 10,000 
10,001 to 15,000 
15,001 to 20,000 
» 20,001 to 30,000 
Above 30,000 
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DeatH Duty ON SETTLEMENTS 


Section 102 (2) (d) of the New South Wales Stamp Duties Act 
includes in the dutiable estate of a deceased person any property 
comprised in any gift made by the deceased of which bona fide 
possession and enjoyment has not been assumed by the donee immedi- 
ately upon the gift and thenceforth retained to the entire exclusion 
of the deceased or of any benefit to him. 

A Mr. J. R. Hall died on June 27, 1921. On December 7, 1917, 
he transferred certain shares to five trustees, of whom he was one, 
and all the trustees executed a deed of settlement by which certain 
trusts were declared for the benefit of the settlor’s son. Under the 
deed, the omission by the settlor to declare any trust beyond the trusts 
for the benefit of the son caused a resulting trust to come into existence 
in favour of the settlor himself. 

The New South Wales Full Court held that the shares were rightly 
included in the deceased’s estate for the purpose of New South Wales 
Death Duty (not yet reported). 

The Chief Justice, after referring to the fact that the word “gift” 
was defined by Section 100 as meaning any disposition of property made 
without full consideration in money or money’s worth and _ that 
‘disposition of property” was defined as meaning, inter alia, the 
creation of any trust, said that the gift in the present case was, in his 
pinion, the disposition constituted by the deed of settlement and the 
share transfer and was not confined to so much of the disposition as 
was concerned with creating beneficial as contrasted with legal interests. 

It followed, in his opinion, that the property comprised in the gift 
vas the shares. In his opinion, the deceased was not after the date 
it the gift excluded from possession of the property given, because he 
jined with his co-trustees in receiving and applying for his son’s 
ienefit the dividends which were paid in respect of the shares. 
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His Honor said that he was also of the opinion that the decease; 
was not after the date of the gift entirely excluded from the enjoyment 
of the property given, because the omission by the deceased to declare 
any trust beyond the trusts for the benefit of the son caused a resulting 
trust to come into existence in his own favour. This equitable interes 
was not anything reserved by him from the transfer to the trustees but 
was a right derived by him through the settlement and enforceable 
against the trustees by virtue of the settlement. 

For these reasons, His Honor was of the opinion that the deceased 
was neither entirely excluded from the possession of the property given 
by the settlement, nor was he excluded from any benefit in respect 
thereof. 


TAXATION OF MILITARY FoRCES 


New South Wales Act 


The N.S.W. Taxpayers’ Association has submitted a questionnaire 
to the N.S.W. Colonial Treasurer regarding the incidence of N.S.W. 
Unemployment Relief Tax and Social Services Tax on military 
pay and supplementary pay given by employers. 

The Colonial Treasurer has answered this questionnaire showing the 
position which will obtain following upon the passage of amending 
legislation now before the N.S.W. Parliament. 

The following are the Association’s questions and the Treasurer’ 
answers : 


1. Question: Are members of the Militia and/or Military Forces liable to Unen- 
ployment Relief Tax on their pay? 

Answer: Members of the Militia are liable to Income Tax, Unemployment 
Relief Tax and Social Services Tax. A person enlisted in, or 
appointed to, the Naval, Military or Air Forces for Services 
outside Australia is not liable to pay any of these taxes on his 
service pay, provided that this exemption shall not apply to any 
service pay of such a member who does not, during the period 
commencing 3rd September, 1939, and terminating one year after 
the close of the year of income :— 

(a) in the case of a member of the Naval Forces, serve ina 
sea-going ship, or 

(b) in the case of a member of the Military or Air Forces, 
embark for service outside Australia. 

2. Question: Where an employer pays to an employee engaged on Military trait- 
ing the difference between military pay and civil pay is this 
supplementary remuneration subject to Unemployment Relie/ 
Tax? If so, on what basis should the employer deduct tax, i, 
on the amount of supplementary pay only, or on the aggregate 
of such pay plus military pay? 

Answer: Where an employer makes up the difference between wages ani 
military pay, tax is payable only on the amount paid by th 
employer, if such amount is taxable. For example, in the cast 
of a single man receiving a total of £5/16/- made up of military 
pay, £2/16/-, and payment by employer, £3, tax would be nil. 
If he received a total of £5/16/6, composed of military pay, 
£2/16/-, and amount paid by employer, £3/0/6, tax would be 6d. 
If his total wages are £6, that is, military pay, £2/16/-, employer's 
contribution, £3/4/-, tax would be 2/-. 

3. Question: Where the supplementary pay is less than £4/4/- per week and the 
employee has a dependant should the exemption of sub-section 
(1) (i) of section 10 of the Management Act be recognised? 

Answer: Where the supplementary pay does not exceed £4/5/- per 
and the employee has a dependant, exemption from the paymett 
of tax is allowable provided a completed Wages Tax Declaration 
Form W.T. 16 has been handed to the employer. 
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4. Question: Are members of the “Second A.I.F.” enlisted for overseas service 
liable for tax for (a) the period prior to embarkation, or (b) the 
period after embarkation? 

Answer: This question has already been answered, see Question No. 1 
above. It will be observed that the exemption relates only to 
service pay, but, where an employer makes up the difference 
between wages previously received and military pay to members 
of the “Second A.I.F.” enlisted for services abroad, such differ- 
ence is liable for tax (a) for the period prior to embarkation, 
and (b) for the period after embarkation. 

5. Question: An employer makes up the difference between the wages previously 
paid to an employee and the military pay now received by that 
employee who is serving abroad. Is such supplementary pay 
taxable if it exceeds £2 per week? 

The answer to this question is contained in the answer to Question 
(4) above. The exemptions, however, have now been raised so 
that where the supplementary pay does not exceed £3 per week in 
the case of a single person, or £4/5/- in the case of a married 
person, tax is not payable. 


DEPRECIATION 
Dentists’ Instruments and Plant 


Income Tax Order No. 1217 provides no specific rate of depreciation 
on dentists’ instruments and plant (other than electric motors and X-ray 
plant) but allows expenditure on replacements. 

It is stated in the Taxpayers’ Bulletin that the Federal and New 
South Wales Commissioners have now agreed to allow an overall rate 
of depreciation on instruments and plant of 5 per cent. per annum. 


Drills may be excluded and the annual expenditure on replacements 

daimed. 

Rates on other items applicable to dentists are :— 
RENN 60 se 40 65 ov oo 0% ds dc oe ce BU OR 
Eiectsic Bhotors .. 2. 00 ce ce ce oe oe §«=6 OF Comt. 
Furniture and Fittings .. .. ...... .. 24 per cent. 
DD ce «s tw we ke we ‘oe 60 c@ ED ee 
UE hb 6a en th ees dese esas BE aE. 


AGENT’s CERTIFICATE 


Section 165 of the Commonwealth Income Tax Assessment Act 
provides that any person who charges directly or indirectly any fee for 
peparing or assisting in the preparation of an income tax return shall 
ign an agent’s certificate which is to be endorsed on or annexed to the 
tturn. The State Acts contain similar provisions. The penalty for 
hiling to sign an agent’s certificate or for signing a certificate which is 
alse in any particular is, minimum £1; maximum £50. A prosecution 
may be commenced at any time within six years after the commission 
ithe offence. S. 228. 

A Melbourne accountant was recently fined £2 for failure to forward 
am agent’s certificate with an income tax return which he had prepared 
lor a client. 

False Return 

Section 227 of the Commonwealth Act, and the corresponding pro- 
tions of the State Acts (including S. 210 of the Victorian Act) 
povide that any person who makes or delivers a return which is false 
"any particular, or makes a false answer whether orally or in writing 
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to any question duly put to him by the Commissioner, or duly authorise 
— shall be guilty of an offence. Penalty: minimum, £2; maximum, 
100. 

It will be seen that the person contemplated by S. 227 is the taxpayer 
himself so far as the making or delivering of a false return is concerned 
The section does not deal with the case of a person who aids or abet; 
the taxpayer in the making of a false return. 

Section 74 of the Victorian Justices Act provides, however, as follows: 

“Every person who aids, abets, counsels or procures the commission 

of any offence which is now or hereafter punishable on summary 
conviction shall be liable to be proceeded against and convicted for 
the same either together with the principal offender or before or 
after his conviction, and shall be liable on conviction to the same 
forfeiture and punishment as such principal offender may then by 
any law for the time being in force be liable to and may bk 
proceeded against and convicted either in the place where such 
principal offender may be convicted or in that in which such offence 
of aiding, abetting, counselling or procuring is committed.” 

The above-mentioned accountant was also prosecuted under S. 74 oi 
the Justices Act with having aided and abetted the delivery by the 
client of a return which was false in certain particulars. For this offence 
he was fined £15. 

The magistrate said: “I am clear that this return was false in several 
particulars and that the meaning of the word ‘false’ is ‘incorrect.’ It 


, 


does not necessarily mean ‘knowingly or wickedly false’. 


INTEREST Paip BY A COMPANY ON BEARER DEBENTURES 


Section 126 (1) of the Commonwealth Income Tax Assessment At¢, 
1936-1940, provides that where interest is paid or credited by a company 
in respect of debentures payable to bearer, and the names and addresses 
of the holders are not supplied by the company to the Commissioner, 
the company is liable to pay Commonwealth income tax upon the total 
amount so paid or credited at the rate of tax which would be applicable 
if that amount were the taxable income of one individual. 

The State Acts contain similar provisions: N.S.W., S. 169; Vic, 
S. 112; Qld., S. 42 (2); S.A., S. 135; W.A., S. 124; Tas., S. 96. 

A provision of the above nature is necessary to safeguard the 
revenue ; otherwise bearer debentures would form a delightful addition 
to the tax-dodger’s already well-stocked store. I say “already well 
stocked” because Commonwealth Treasury Bonds are payable to beartt. 
If a comparison were made between the amount of interest pail 
and the amount of interest returned as income from that source, it 
would be found that a very large portion of the bonds are held by old 
age pensioners. 

Nevertheless, I propose to demonstrate that the provision relating t0 
interest on bearer debentures is unsatisfactory in its present form 
It is recognised that deduction at the source at a stiff rate of tax is 
necessary, but the deduction should be at a flat rate, and not at 3 
variable rate dependent upon the total amount of interest paid to persoms 
who do not disclose their names and addresses. 

Bearer debentures have been issued by a number of Victorian under 
takings. For example, the Victorian Grain Elevators Board, incor 
porated under the Grain Elevators’ Act, No. 4270, issued bearef 
debentures in September, 1939, amounting to £500,000, redeemable o 
October 1, 1949. Interest at 44 per cent. is payable half yearly. 4 
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“oompany” is defined by S. 6 of the Commonwealth Act, and the 
corresponding provisions of the State Act, as including “all bodies or 
associations, corporate or unincorporate” except partnerships. The 
Board is therefore a “company” to which S. 126 applies, and must pay 
Commonwealth and Victorian income taxes on any interest paid by it to 
debenture holders whose names and addresses are not supplied by it to 
the Commissioner. 

Section 126 (2) of the Commonwealth Act, and the corresponding 
provision of the Victorian Act, provide that the Board may deduct and 
retain for its own use from the amount payable to any person, who is a 
holder of debentures and whose name and address are not supplied, 
an amount bearing the same proportion to the amount of tax payable 
by the Board under S. 126 (Vic., S. 112) as the interest payable to that 
person bears to the total interest payable in respect of debentures, the 
names and addresses of the holders of which are not supplied to the 
Commissioner by the Board. 

Naturally, a company will do everything in its power to obtain and 
supply to the Commissioner the names and addresses of the holders of 
its debentures, so as to avoid the probable depreciation of the invest- 
ment value of its debentures by reason of the deduction from the 
interest of tax calculated at a high rate. Here, however, practical 
difficulties have to be overcome. The Board itself is required, under 
§. 126, to supply the names and addresses to the Commissioner, but it 
pays the interest through its agent, Bank A, which rightly refuses to 
disclose to the Board the names and addresses of its customers. This 
difficulty is, in practice, overcome by Bank A preparing a list of names 
and addresses, where disclosed, as coupons are cashed by it. If a 
payee refuses to supply these particulars, tax is deducted by the Bank 
atan agreed rate, and the amount so collected is remitted to the Board. 
Bank A supplies the list of names and addresses direct to the Com- 
missioner. This part of the story does not end here. Bank B collects 
interest on behalf of its customers from Bank A, and rightly refuses 
to disclose their names to either Bank A or to the Board. To meet this 
difficulty, Bank A shows in its list that the interest on certain 
debentures has been paid to the customers of Bank B. Bank B either 
obtains the names and addresses of its customers, or collects tax at 
the source for remittance to the Board, and supplies its list direct to the 
Commissioner. 

Before this machinery can be put into operation, the Board must 
decide the rate of Commonwealth and Victorian income tax to be 
deducted in the case of those debenture holders who refuse to supply 
their names and addresses. 

The first point to observe is that S. 126 states that, where interest is 
paid or credited by a company in respect of debentures payable to 
bearer, . . . the company shall be liable . . . to pay income tax upon the 
total amount so paid or credited in respect of those debentures at the 
tate of tax which would be applicable if that amount were the taxable 
inome of one individual. Normally, a company pays its debenture 
interest twice yearly. Is the rate of tax payable by the company (a) 
that which is applicable to the total of each half-yearly payment of 
iterest to persons whose names and addresses are not disclosed; or 
b) that which is applicable to the total sum so paid during the year 
if income? The official view is that the rate of tax is that which is 
‘plicable to the total amount of interest payable in the year of income 
debenture holders whose names and addresses are not furnished to 
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the Department. If this is what the legislature intended, the words “in 
the year of income” should have been inserted after “credited” lag 
appearing. As S. 126 (1) now stands, I doubt if the official interpre. 
tation is correct. 

The second point is that S. 128 of the Commonwealth Act, and the 
corresponding provisions of the State Acts, provide that, where, in any 
financial year, interest is paid by a company in respect of which it js 
liable to tax under Division 11, the company shall be liable for tax to 
the extent to which it would have been so liable if an assessment had 
been made in respect of that interest at the date when it was paid, 
That is to say, the rate of tax is the rate in force at the time of payment 
which is applicable to the total amount of interest payable in the year of 
income (if the Departmental interpretation is correct) to the debenture 
holders, whose names and addresses are not furnished to the Depart- 
ment. Section 128 applies only to interest paid and not to interest 
credited. Thus if interest were paid on September 30, 1939, and 
March 31, 1940, and, in respect of these two payments, £2,600 was 
paid on September 30, 1939, and £4,000 was paid on March 31, 1940, 
to persons who did not disclose their names and addresses, the company 
would be liable to tax at 10/- in £ on £6,600, that being the total of the 
Commonwealth and Victorian property rates for year of tax ended 
June 30, 1940, not year of tax ended June 30, 1941, payable by an 
individual who derived a taxable income of £6,600. If the Departmental 
interpretation is not correct, then Commonwealth and State income 
tax would be payable on two separate sums, viz, £2,600, being the 
“total amount” so paid on September 30, 1939, and £4,000, being the 
“total amount” so paid on March 31, 1940, at the individual property 
rates for year of tax ended June 30, 1940, applicable to those two 
separate sums. 

Now the company, in order to protect itself, has to assess a rate of 
tax for deduction at the source, before it commences to pay the first 
“total amount” of interest due on September 30, 1939. How, in the 
name of Lucifer, is the company to know which debenture holders will 
refuse to disclose their names and addresses? Let us suppose that 
it performs a miracle and knows in advance that £2,600 will be paid 
to this class of persons on September 30, 1939. But, according to the 
Department, the company must go a step further, and know how much 
will be paid six months later, ie. on March 3t, 1940, to persons who 
refuse to disclose their names and addresses. If the company adopts 
the expedient of doubling the £2,600, it will come a crash, as £4,000 
was paid to this class of persons in the second half-yearly payment. 
These variations may be brought about by transfers from holders who 
furnish their names and addresses to persons who refuse to make this 
disclosure, and vice versa; by the conversion of bearer-debentures into 
inscribed stock; and by inconsistent behaviour of debenture holders, 
i.e., the withholding of the name and address on one interest date, and 
the furnishing thereof on the other date. It is profitless for the 
company to seek an indemnity from the Commissioner. He must 
assess according to law. The company must therefore protect itself 
by deducting tax at a high rate. In fact, the Grain Elevators Board 
deducts tax at 10/- in £. The Melbourne Metropolitan Board of Works 
deducts tax at the same rate. The Melbourne Metropolitan Tramways 
Board deducts tax at 5/5 in £. If these rates prove to be insufficient, 
the Boards must suffer the loss. If the rates are too high, what is to 
become of the excess? It does not belong to the Department, and the 
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Board may not be able to ascertain the name and address of the 
debenture holder so as to refund the excess to him. 

So much for the company’s difficulties. Let us now turn to the 
position of the recipient. Section 126 (3) of the Commonwealth Act, 
and the corresponding provisions of the State Acts, provide that, where 
the Commissioner is satisfied that the recipient is not liable to furnish 
areturn, he shall refund to him the amount of tax actually paid by the 
company (not the amount of tax deducted from his interest) in respect 
of his debentures. Thus, if the Company has not deducted enough, the 
recipient will receive from the Commissioner more than the sum 
deducted by the company from his interest at the time of payment. 
If the company has deducted too much at the source, the Commissioner 
will refund to the debenture holder only the amount of tax paid by the 
company to the Department in respect of his debentures, and the 
debenture holder must look to the company for a refund of the excess 
deduction. 

Section 127 of the Commonwealth Act, and sub-section (1) of the 
corresponding sections of the State Acts, provide that, where a company 
pays tax under Division 11 on any interest, and that interest is included 
in the assessment of the person to whom it was paid or credited, the 
proportionate part of the tax paid by the company in respect of the 
interest shall be deducted from the total tax payable by that person. 

Section 127 of the Commonwealth Act, and sub-section (1) of the 
corresponding provisions of the State Acts (N.S.W., S. 170; Vic., 
§. 113; Qld., S. 42 (3); S.A., S. 136; W.A., S. 125; Tas., S. 97), 
which apply to interest paid to non-residents as well as to interest paid 
on bearer debentures, do not make provision for a refund of any excess 
where the tax paid by the company in respect of the interest on his 
debentures exceeds the total tax, if any, payable by the recipient. Each 
of the State sections, however, contains an additional sub-section, (2), 
which provides for a refund of the whole or part, as the case may be, 
of the tax paid by the company in respect of interest paid to the 
recipient if he is not liable to tax, or if the tax so paid by the company 
exceeds the total amount due by him. Under the New South Wales and 
Queensland Acts such a refund can be made to a resident of Australia 
only. The same limitation is contained in the Victorian and Western 
Australian Acts, but, as the Victorian and Western Australian pro- 
visions relating to tax on interest paid to non-residents apply only to 
persons who are not residents of Australia, Vic. S. 113 (2) and W.A. 
S. 125 (2) relate solely to interest paid by a company on bearer 
debentures. There is no territorial limitation in S. 136 (2) of the 
South Australian Act, so that refunds may be made in the case of 
tax on interest paid to persons who are not residents of Australia, to 
which S. 134 of that Act is confined, and to tax on interest paid in 
respect of bearer debentures, wherever the holders thereof are resident. 
As the Tasmanian Act limits the right of refund to persons resident in 
Tasmania, S. 92 (2) applies only to tax on interest paid by companies 
on bearer debentures. 

It is recommended that S. 126 of the Commonwealth Act, and the 
corresponding provisions of the State Acts, be amended so as to 
provide that tax shall be payable at a flat rate. If the company rates 
ae not sufficiently high, there is nothing to prevent the inclusion of a 
ligher rate in the Rating Acts, say 5/- Commonwealth and 5/- State, 
tttal 10/- in £. If this were done, all the above-mentioned difficulties 
would disappear. 
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Some Comments on the Excess Profits Tax 


of New Zealand 
By Joun F. HuaGHeEs, F.1.c.. 


This is a Special Tax by way of Income Tax and takes the form of, 
levy of 60% of the excess profits of each year commencing with th 
year ending March 31, 1940. 

Excess profits are ascertained by deducting from the assessable incom 
for Ordinary Income Tax purposes : 

(a) Income exempted under the Act; 

(b) “Standard Income” ; 
and then deducting from the remainder— 

(c) The Social Security Charge and the National Security Tax pay- 

able by the taxpayer in respect of excess profits. 

(d) The amount by which the Income Tax payable by the taxpayer 
for the year of assessment exceeds the Income Tax that would 
have been so payable if he had not derived that portion of his 
assessable income which constitutes the excess profits. 

Exempt Income is limited to— 

(a) Royalties for right to remove standing timber or extract mineral 
from land. 

(b) Shareholders’ deemed income on the deemed distribution of 
Proprietary Companies’ income. 

(c) Salaries or wages, except excess remuneration paid to share. 
holders of Proprietary Companies and deemed to be dividend 

(d) Income derived by a Company from mining for gold ot 
petroleum. 

Standard Income is, at the option of the taxpayer: 
(a) (i) Highest assessable income of any of three years ending 
31st March, 1939. 
(ii) The average assessable income of those three years plus 
30% of the average. 

(b) In the case of a Company, 6% on capital. 

(c) For a taxpayer other than a Company, 6% on capital employed, 
plus allowance for his own services not exceeding £1,000 and 
not less than £500. 

Arbitrary powers are vested in the Commissioner to make allowances 
and adjustments where a taxpayer did not derive assessable income 
during each of the three years ending 31st March, 1939, or where 
income was affected by pestilence flood or climatic conditions or whert 
the taxpayer first commenced to derive assessable income at any tim 
during or subsequent to that period, and as far as possible provision 
made for the calculation of the normal income of the pre-war period in 
the same manner and with the same exemptions or taxable provisions 
operating as operate in determining the assessable income of the wat 
time years. 

Capital_——In this connection, no attempt whatever has been made to 
define capital other than to say that the capital employed by any taxpayet 
in the production of assessable income during any year shall be deemed 
to be the value at the end of that year, as determined by the Com- 
missioner, of the taxpayer’s assets employed in production of that 
income, reduced by the amount at the end of the year, as determined by 
the Commissioner, of the taxpayer’s liabilities incurred for the purpos 
of producing that income. Power is given to the Commissioner to makt 
such adjustment as he deems just and reasonable where the amount 
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capital so employed by the taxpayer has been substantially increased or 
reduced during the year. It is obvious that the authorities have no 
knowledge—as yet— of the loopholes for avoidance of tax which this 
unqualified definition gives: in the Australian Bill, a great deal of 
care was taken to prevent inequitable incidence either for or against 
the taxpayer—and few genuine grievances could exist. 

Special Provisions—In the New Zealand Act, in cases where the 
assessable income derived by any taxpayer during any year of income 
commencing after 3lst March, 1939, is less than the standard income 
for that year, the deficiency is allowed to be carried forward and 
deducted from or set off against the excess profits for the three following 
years. Provision is made in the Act for objections against assessments, 
but, to the extent that the objection challenges the accuracy of the 
assessment in so far as it affects the calculation of the assessable income 
of the year under review or the exclusion of any income claimed to be 
exempt under the provisions of the Act as stated above, then that portion 
of the objection has first to be determined in the manner of an ordinary 
Income Tax objection under the Income Tax law. Then, when that part 
of the objection is decided, any further grounds of objection relating to 
the excess profits or allowances, etc., under this Act are matters of 
reference to an Excess Profits Committee which appears to function 
similarly to the Commonwealth Income Tax Board of Review, but there 
appears to be no provision for any appeal from this Committee’s 
determination upon any matter. 

It is interesting to observe some of the main differences between the 
New Zealand Excess Profits Act and the Wartime (Company) Tax 
Bill of the Commonwealth which was before Parliament from May to 
September last, and which it is understood was further deferred because 
of the pressure being exerted by certain sectional interests for con- 
cessions. 

1. Scope of Act-—The Commonwealth Bill limited the application of 
the Act to the assessable income of Companies. New Zealand 
applies it to the assessable income of every taxpayer with the 
exception of salary as an employee which is distinctly such, and 
the trivial exceptions of royalties from standing timber and 
minerals, and income derived by a Company from mining for 
gold and petroleum. 

The reasons for the Commonwealth refusal to apply the Act 
to individuals were stated, by the Treasurer in his second reading 
speech on the Commonwealth Bill, to be—firstly, on account of 
the difficulty of assessing the value of personal qualifications of 
the owner, and secondly, the high rate of Income Tax paid by 
individuals on their income. The first objection is immediately 
met by the New Zealand provision to allow an amount of between 
£500 and £1,000.as the exempt personal exertion income of the 
individual—and seeing that Income Tax payable is or can be 
allowed as a deduction in calculating the Excess Profits of any 
period, the second Commonwealth objection does not appear to 
be sound. 

While on this point, it is worth while referring to the misleading 
statement so often published as to the combined State and 
Federal rates of Income Tax reaching 15/- or 16/- in the £. 
There is only one possibility of anything approaching this arising, 
and that is when an individual, carrying on business in Queens- 
land, suddenly and for one year only, derives a very high income. 
That any individual in Queensland is likely to derive £40,000 or 
£50,000 from business in one year only is, to say the least, rather 
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improbable. If he derived such an income regularly year by year, 
then, by reason of the fact that the State Income Tax of th 
preceding year is a deduction in arriving at Federal Income Tax, 
the effective rate of all income taxation on an income of £25,00) 
would be 11/10 in the £1 at present rates. 

2. Rate of Tax.—New Zealand exempts a normal income (calculated 

in the manner already explained) and then charges tax at the flat 
rate of 60% of the excess after excluding from the excess the 
National Security Tax and Social Security Charge payable on 
that excess and the Income Tax properly attributable to the 
excess portion of the assessable income. 
The Commonwealth provision treated 8% on shareholders’ funds 
as the normal income (in New Zealand, if the percentage of 
capital basis is adopted, 6% of capital is the normal income) and 
then adopted a sliding scale of taxation commencing at 4% on 
the first 1% of profits in excess of 8% on shareholders’ funds 
and reaching 60% only when the rate per cent. on shareholders 
funds exceeded 22%. Moreover, the Commonwealth provision 
even in their application to Companies were further limited by 
the exclusion of those Companies where little or no capital was 
used in the business, thus exempting a group comprised largely 
of businesses which live on the productive sections of the con- 
munity and themselves produce nothing. 

3. Normal or Standard Income——New Zealand provides for calculs 
tion of a normal or standard income which is ascertained either 
by reference to the pre-war trading period or alternatively 6% 
on shareholders’ funds. The Commonwealth Bill provided for 
8% on Shareholders’ funds or minimum standard of £1,000 
with minimum capital of £12,500. The action of the New 
Zealand Government in allowing what on the face of it appears 
to be an extraordinarily liberal standard income is probably due 
in the first place to lack of experience of the operation of sucha 
standard, but the advantage to taxpayers is likely to be far mor 
limited than would have been the case in Australia. During the 
three years ended 3lst March 1939, New Zealand busines 
was far from healthy. Wages had risen, costs generally wert @, 
high, but the prices of primary products on which New Zealand 
relies were not satisfactory and the Government had resorted to 
desperate means to establish secondary industries in the country jj 
and quite possibly its special commitments to these industries 
had also some bearing on this matter. But, apart from that, t§], 
is to be noted that even in those cases where high profits may have 
been made in the three years ended 3lst March, 1939, the New 
Zealand company rate of Income Tax then in operation took a 
very substantial portion of those profits and if excess profits at fy.» 
now being made there is an even higher Income Tax in operation 
which substantially reduces the value of that excess to the tax 
payer—the company rate at £6,600 of Income Tax is now ove 
9/2 in the £, and Social Security Charge and National Security 
Tax will take between them a further 1/9, a total of approxi 
mately 11/-. The Income Tax rate is still higher when the tot 
income is higher, and unlike the Commonwealth Act these taxes 
are not a deduction in calculating the assessable income for 
Excess Profits Tax. 

4. Capital—The New Zealand Act adopts merely general provisiots 
in this regard, and as compared with the Commonwealth Wat 
time (Company) Tax Bill leaves taxpayers free to exploit al 
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kinds of arguments in the endeavour to establish a high capital 
value of assets, and it is no exaggeration to say that any such 
wording in an Australian Act would provide an enormous field 
of contention and litigation and reduce the incidence of the tax to 
a “Rafferty Rules” affair. Here again it is evident that the 
earlier experience of the Commonwealth in Wartime profits 
administration has been turned to good account—or perhaps at 
this stage one should say, was about to be turned to good account, 
for there have been rumours about a further “revision” of the 
contemplated tax—doubtless to meet the special requirements of 
importunate captains of industry. 





National Security (Capital Issues) Regulations 
By J. A. L. Gunn 


The Commonwealth Statutory Rules, No. 218 of 1940, dated October 
8 and published in the Commonwealth Gazette of October 9, 1940, 
have consolidated the previous National Security (Capital Issues) 
Regulations. The repealed regulations are Statutory Rules, No. 149 
of 1939, as amended by Statutory Rules, No. 162 of 1939, and Nos. 
%, 83, and 115 of 1940. The new regulations came into force on 
October 13, 1940, with the exception of Regulation 19 (declaration 
to be made where Treasurer’s consent not given to mortgage or charge), 
which came into operation on November 1, 1940. These new regu- 
lations contain several important amendments; they also clarify the 
position as regards some doubtful points which had arisen under the 
repealed regulations. Regulation 3 (2) and (3) provides that any 
consent granted, order made, or agreement entered into under the 
repealed regulations, shall continue in force as if made under the 
new regulations. 


PROVISION RELATING TO COMPANIES 

(a) Formation: The new regulations have not made any change as 
regards the formation of new companies. The Treasurer’s written 
consent is not required for the purpose of making an application for 
the registration of any company with a nominal capital of £2,500 or 
ss. Regulation 6 (2) provides that “nothing in this regulation shall 
prevent the registration in any State or Territory of the Commonwealth 
of a company already registered in any other State or Territory of 
the Commonwealth.” 

(b) Increase in capital: Regulation 7 (1) provides :— 

“A company, or any person acting for, or on behalf of, a company, 
tall not, without the consent in writing of the Treasurer— 

(a) Increase the nominal capital of the company— 

(i) in the case of a company registered on or after the 
thirteenth day of October, 1939, with a nominal capital not 
exceeding Two thousand five hundred pounds—by any 
amount; or 

(ii) in the case of any other company—by such an amount 
that the total increase in the nominal capital of the company 
during the preceding year (including the increase then 
made) would exceed Two thousand five hundred pounds; 

(b) make an issue of authorized capital of the company of such an 
amount that the total amount of authorised capital issued by 
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the company during the preceding year (including the issu 
then made) would exceed Two thousand five hundred pounds; 

(c) make a call upon shares issued by the company so that the total 
amount of the calls made by the company during the preceding 
year (including the call then made) would exceed Two thousand 
five hundred pounds; or 

(d) issue any shares at a premium.” 

The above regulation thus prohibits a company, which has bee 
registered on or after October 13, 1939, with a nominal capital of 
£2,500 or less, from increasing its nominal capital by any amount 
without the prior written consent of the Treasurer. Other companies, 
that is, companies formed prior to October 13, 1939, or companies 
formed after that date with a nominal capital in excess of £2,500, may 
increase their nominal capital by a total amount not exceeding £2,50) 
in any year without the Treasurer’s written consent. All companies, 
irrespective of date of formation or amount of nominal capital, may, 
without the Treasurer’s written consent, make an issue of authorised 
capital, or make a call upon shares, so that the total amount of shares 
issued or calls made during the preceding year (including the issue ot 
call then made) will not exceed £2,500. All companies are now pro 
hibited from issuing any shares at a premium without the Treasurer 
written consent. 

“Company” includes a society, club or association which has for 
its purpose, or for one of its purposes, the pecuniary profit or gain of 
its members.” (Regulation 7 (2).) 

“The preceding year,” in relation to any act or transaction, means 
the period of twelve months ending on the date of the act or trans 
action. (Regulation 5.) 

“Securities” means bonds, debentures, debenture stock and inscribed 
stock. (Regulation 5.) 

(c) Forfeited shares: Under the repealed regulations, any sale o 
other disposition of forfeited shares by a company was deemed to k 
the making of an issue of authorised capital. New Regulation 9 now 
qualifies this restriction. It provides that forfeited shares sold com 
pulsorily in accordance with the law in force in any State or Territory 
of the Commonwealth are excluded from the restriction imposed o 
the issue of capital. 

Exemptions 

The Treasurer, in pursuance of the powers conferred by Regulation 
35, has exempted— 

(1) every society registered as a building society under the law o! 

any State from the application of Regulation 7 (1) (b) an 
(c) (restriction of issue of authorised capital and making 
of calls upon shares to £2,500) ; 

(2) all companies engaged principally in mining for gold (othe 
than companies to which the Treasurer gives notice in writing 
that this order shall not apply) from the application of Reg 
lation 7 (1) (c) (restriction upon making calls upon shart 
to £2,500). 


PROVISIONS RELATING TO SECURITIES, MORTGAGES AND CHARGES 

The new regulations retain the provision that the Treasurer’s consetl 
is not required to the giving of any mortgage or charge by any perso 
(other than a local authority), so that the total amount of mortgagé 
and charges given (including the mortgage or charge then given) 
that person during the preceding year does not exceed £5,000. 
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Bona fide loans, made in the ordinary course of business, by banks 
and “declared pastoral companies,” are not affected by the restriction 
of issuing securities, mortgaging or charging the whole or any part 
of a person’s assets. In the case of “declared pastoral companies,” the 
loan must be made in the ordinary course of business for purposes 
other than the acquisition of land or of any interest in land and be 
repayable on demand, or on demand to be made after the expiration 
of a period not exceeding 28 days from the date of the security, 
mortgage or charge. (Regulation 13.) “Declared pastoral company” 
means a company which the Treasurer, by order, declares to be a 
pastoral company for the purposes of these regulations. (Regulation 5.) 

The Treasurer, in pursuance of the powers conferred by Regulation 
5, has declared thirty-four of the leading pastoral companies to be 
pastoral companies for the purposes of the National Security (Capital 
Issues) Regulations (Commonwealth Gazette, No. 211, of October 
14, 1940). 

The repealed regulations did not specify clearly whether bank over- 
drafts were to be taken into account when calculating the limit of 
£5,000 of issuing securities, mortgaging or charging assets by individuals, 
partnerships and companies for any one year, without the Treasurer’s 
written consent. The new regulations now specifically provide that 
bank overdrafts, advances by declared pastoral companies, extensions 
of mortgages, and any mortgages exempted by order of the Treasury, 
shall not be included when calculating whether the restricted amount 
of £5,000 has been reached. (Regulation 15 (2).) 


Transfer of Mortgages at a Discount 
The previous provision, that the transfer of mortgages at a discount 
of more than 5 per cent. of the capital sum outstanding is prohibited 
unless the Treasurer’s written consent is first obtained, has been amended 
to exclude certain assignments, including transfers by way of gift, 
transfers under wills or settlements, transfers of second and subsequent 
mortgages, transfers to trustees under the Bankruptcy Act, and transfers 
of securities listed by an Australian Stock Exchange. (Regulation 
17 (2).) 
Declaration to be made where Consent not given to Mortgage 
or Charge 
Regulation 19, which came into operation on November 1, 1940, 
provides that, where the consent of the Treasurer has not been given 
to any mortgage or charge (not being a mortgage or charge of the 
kind referred to in Regulation 15 (2) (A)) (mortgage or charge 
exempted by order of the Treasurer or Regulation 15 (2) (b) (i)) 
(advances by banks and declared pastoral companies), the mortgagor 
or chargor shall :— 
“(a) Declare in the instrument (if any) of mortgage or charge that 
the consent of the Treasurer thereto is not required; or 
(b) deliver to the mortgagee or chargee, at the time of giving 
the mortgage or charge, or at the time of receiving any further 
loan thereunder, a statutory declaration stating that the consent 
of the Treasurer to the mortgage, charge or further loan is 
not required.” 


Provisions Relating to Deposits and Interest 


The rate of interest on deposits that may be paid by bodies, whether 
Corporate or unincorporate, other than banks, building societies, 
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declared pastoral companies and partnerships, remains unaltered x 
14 per cent. per annum. (Regulation 20.) “Deposit” means unsecure 
loan. (Regulation 28 (a).) 

Declared pastoral companies are not permitted, without the Treasurer’ 
written consent, to pay interest at a rate in excess of 14 per cent. pe 
annum on deposits at call or at a shorter date than three months 
(Regulation 23 (a).) In all other cases, that is, on fixed deposit 
for three months upwards, they may now pay the same rates as an 
paid by the Commonwealth Bank of Australia. (Regulation 23 (b).) 

The position as regards interest that may be paid on deposits mad 
with a building society remains unchanged—as to this, see the May, 
1940, issue of the Journal (pp. 216-7). 

A bank shall not, without the consent in writing of the Treasurer: 

(a) Charge interest on any loan made by the bank and existing o 

August 31, 1939, at a rate above the rate of interest on th 
loan in force on that date; or 

(b) charge, on any loan made after that date, interest at a rate 

exceeding the rate of interest charged by the bank on tha 
date in respect of similar loans to its customers. 

“Loan” includes advance and any other principal moneys secured, 
or intended to be secured, by a mortgage or charge. (Regulation 5) 

A declared pastoral company shall not, without the consent in 
writing of the Treasurer :— 

(a) Charge interest on any loan (not being an unsecured loan) mate 

by the company and existing on August 31, 1939, at a rate abor 
the rate of interest on the loan in force on that date; or 


(b) charge, on any loan (not being an unsecured loan) made after 
that date, interest at a rate exceeding 54 per cent. per annum, 
or such other rate as the Treasurer, by order, determines. 


EXEMPTIONS AS REGARDS SECURITIES, ETC., Not To BE IssuED . 
WitTHouT CoNSENT 


The Commonwealth Treasurer, in pursuance of the powers com 
ferred by Regulation 35, published in the Commonwealth Gazette oi 
October 14, 1940 (No. 211), a long list of exemptions and qualification 
from the application of Regulation 10 (1). These concern principally: 

(1) Provision for trust estates to mortgage or charge their assets 

for the purpose of paying death duties and administration 
expenses. 

(2) Further advances made under mortgages or charges executed 

on or before March 29, 1940. 

Mortgages or charges given to life assurance companies 0 
secure loans made upon the security of life assurance policies. 
Mortgages or charges given to members of a stock exchange if 
Australia to secure repayment of loans made bona fide toi 
client or customer in the ordinary course of business. 

) Mortgages or charges given to secure moneys owing to certail 
public or semi-public bodies, such as the Rural Bank of New South 
Wales, Rural Reconstruction Board of New South Wales 
Farmers’ Debts Adjustment Board of Victoria, Secretary fot 
Agriculture and Stock, Corporation of the Bureau of Rum 
Development, Secretary of Public Lands and Secretary fo 
Labour and Industry of Queensland. 








Estim 
possib 
balanc 
attent 
Forec: 


THE AUSTRALIAN ACCOUNTANT 


Operating Under Budgetary Control 


By R. A. HIcKIN, A.I.C.A. 


Two requirements face the budget officer after all the group and special 
estimates are complete. The first is that the budgets must be converted 
into plans, while the second concerns the manner in which these plans 
are to be enforced during the period covered by the budgets. 

Hitherto attention has been occupied with details of preparation. 
Now the time has come for presentation, by which is meant the concise 
but informative setting-out of the relevant facts so as to use them 
as the skeleton plan of campaign for the coming year. 

The object of budgeting is twofold: firstly, the aim is to estimate, 
from all data available from past records and research, the turnover and 
operating expense for a period, usually twelve months ahead, in order 
to present management with an accurate estimate of business and profits 
to be expected; secondly, the object of budgeting is to provide plans 
and goals towards which the energies of the entire staff of the business 
may be directed, and all its resources utilised. 

One question which should be disposed of before entering upon a 
discussion of the budgets as plans for management, is that of the 
Estimated Balance Sheet. Viewed from the practical angle, it is 
possible to say that few business men will be interested in an estimated 
balance sheet. The turnover plans and expense lists will engross their 
attention, and they will find the contemplation of the Profit and Loss 
Forecast of sufficient interest, without troubling to examine the probable 
state of their investment twelve months ahead. If buying is done care- 
fully, according to plan, and sales reach reasonably close to the estimates, 
itmay be expected that the state of affairs at the end of the year can be 
allowed to look after itself. The balance sheet prepared under such cir- 
cumstances may have some interest of a purely academic character, but 
for practical business requirements it may safely be ignored. 

For managerial control, however, a Master or Control Budget must 
be prepared. This statement, as its name implies, is in the form of 
asummary of the detailed budgets, and contains much other useful 
information besides. Its purpose is to enable the executive to keep its 
finger upon every activity of the business throughout the year, by means 
of predetermined standards. Perhaps the term Control Budget expresses 
its purpose more clearly, although to some people the word Master fits 
the case admirably. The Master budget provides, in concise form, 
figures relating to proposed sales and estimated expense, profits, staff 
matters, and other items of interest, which will assist the executive to 
ascertain whether the business is progressing according to plan, and 
whether each department and section is performing its functions satis- 
factorily. The illustration shows a typical Master or Control Budget, 
which is capable of adaptation to almost any type of concern. It is both 
informative and useful for comparing with actual results. 

_ The nature of the business may require that other items be included 
m the Master Budget, but generally speaking the above will be found 
sufficient, except in the case of concerns of a special character. 

The primary purpose of this comprehensive Master Budget for the 
vhole year is to present management with a picture of the entire 
‘timated operations of the company for the trading period, and with 
sandards with which to compare actual results. For month-by-month 
control, however, the information given would be insufficient. It is 
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MASTER BUDGET 
January-December, 1941 





Item Budget % Actual % Comments 





SALES 

SALES DEDUCTIONS: 
Cash Discount .. 
Free Goods 


NETT SALES 











EXPENSES : 
Cost of Goods Sold 
Sales and Dist. Exp 
Advertising 
Office Expense .. 
General Expense 


TOTAL EXPENSE 











OPERATING PROFIT. 
OTHER INCOME 


OTHER EXPENSE 
NETT PROFIT 




















OPENING CASH BALANCE .. 
CASH RECEIPTS: 

Cash Sales 

Accounts Sales .. 

Other Receipts .. 





TOTAL CASH RECEIVED 








CASH PAYMENTS: 
Goods and Services 
Other Payments 


TOTAL CASH PAID 




















CLOSING CASH BALANCE 








No. of NEW ACCOUNTS 








AVERAG 
TRADE ACC OUNTS OWING 
(End of Month) : 
Accounts Receivable 
Accounts Payable 








STOCKS, AVERAGE MONTHLY : 
Raw Materials .. é ° 
Packaging manatee 
Finished Good 
Stores... 6% 
Advertising Materials .. 

Other Stocks 


TOTAL STOCKS 











NUMBER OF EMPLOYEES: 
Executives ie 
Office Staff 
Factory Operatives 
Warehouse Employees 
Sales Staff, Internal : 

ales .. 
Females 
Sales Staff, Outside 
Cleaners, etc. .. 


TOTAL NUMBER OF EMPLOYEES 
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often desirable to prepare monthly Master Budgets on substantially the 
same lines, with which actual results may be compared. From such 
monthly statements, somewhat more detail may be looked for by the 
executive, in which case the Master Budget would include some of the 
supplementary information relating to turnover promotion plans, adver- 
tising proposals, and so on, on which the detailed budgets were based. 

It is evident how each subsidiary budget or estimate contributes to 
the Master Budget, and how valuable the latter is for purposes of 
control, if it is properly compiled and adequately documented. It will 
enable the executive to ascertain at a glance, whether the business is 
proceeding in its several departments according to the estimates, 
whether staff is normal and cash return up to standard, and so on. 
Where serious differences are revealed, recourse will be had to the 
detailed budgets to explain the basis of the estimates, and to the books 
of account to discover how the discrepancies have occurred. 

With the budgets approved, and the Master budget for the year and 
for the first month in the hands of the executive, the budget officer 
will be obliged to communicate the contents of the budgets to the heads 
of the different departments, with all necessary subsidiary information. 
The Sales Budget contains a summary estimate of the business antici- 
pated for the year. This will be broken down into months, and shown 
in relation to territories or States. The estimates will be supported by 
the detailed schedules and data upon which they were based, such as 
sales promotion plans, advertising appropriations, and notes on media, 
general and specific remarks, etc. 

The logical starting place in connection with establishing a routine 
for budget administration is to pass on to the Sales and Advertising 
managers all information which will be of value to them in their work 
throughout the year, together with the finished budgets of sales and 
advertising. From the figures supplied to him the sales manager will 
prepare his programme, usually a month or two before the commence- 
ment of the year. He will find, firstly, that for each month covered by 
the estimates he is expected to achieve a certain volume of turnover 
from each territory or State, and he will immediately get the broad lines 
of his campaigns firmly worked out and recorded. Co-operation on 
the part of the selling staff is essential for the success of the work, and 
his major task throughout the year will be to maintain vital interest on 
the part of the salesmen or saleswomen month by month so that the 
vigour of the sales effort will not slacken after the early novelty of 
striving has worn off. He may or may not consider it advisable to supply 
out-door representatives with comprehensive sales estimates for the full 
year; generally speaking, the best plan is to feed this information out 
monthly, rather than to give the representatives a full picture of the 
year’s anticipated business before the period is really on its way. 
There are many reasons for this, but the chief is that unexpectedly large 
sales provide management with an opportunity to revise the budget from 
time to time, and if the men find their quotas continually being increased 
beyond the figures of which they have received previous notification 
there is every likelihood of a serious suspicion on their part that the 
sales manager is victimising them. If they are not aware of the expected 
sales except for the month immediately ahead, they can concern them- 
selves with getting their quota without worrying over seemingly 
insuperable standards perhaps six months in advance. 

This does not mean that the representatives should be kept in the 
dark regarding broad expectations—it is of vital interest to them to 
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know whether the management expects the sales of a line to fall or 
increase during the year of the budget, and they should be taken into 
the executive’s confidence as much as is compatible with sound policy, 
The representatives should have had the opportunity during the pre. 
paration of the estimates, of placing before the budget committee any 
factors which, in their opinion, gained on the spot, would adversely or 
otherwise affect the sale of any particular lines, but when once the 
budget has been finalised the time for suggestions has passed and the 
men have to perform their part of the general task of the sales 
department in achieving the level of turnover aimed at. Hence the 
statement made above, that for the purpose of securing their willing 
co-operation the principle of budget flexibility should be kept in mind, 
and caution exercised as regards the amount of advance information 
tendered to the selling staff. A good system of reporting by the men 
on the field will be of considerable value throughout the year as actual 
figures come to hand and divergences between estimated and realised 
turnover are noted and require explanation. 

It may be found that unexpected conditions affect to some extent 
the monthly breakdown of the sales estimates, but if the budget has 
been carefully prepared after taking account of all probable conditions, 
it should be possible to make up the leeway when sales fall behind in 
any one month. It is important to remember that it is not the monthly 
sales, in themselves, that are important, but only to the extent to which 
they maintain the anticipated turnover of a reasonable period. It is the 
growing volume of turnover throughout the year that must be kept up 
to the level of the budget. But because the whole of the plans—pro- 
duction, advertising, expense estimates, and so on—have been made 
on the assumption that the monthly sales would be realised, the repre- 
sentatives must be made to understand that they should constantly 
endeavour to achieve their quotas each month, rather than rely on their 
aggregate for the year to date. Each territory must supply its share of 
the estimated business, for it is the sales of all territories that combine 
to produce the profit aimed at, which is the justification of business 
and the fund out of which the proprietors are to be kept satisfied. 
Successful sales effort month by month, maintaining the volume 
expected, will do much to ensure smooth running of the entire organisa- 
tion. 

This leads to a consideration of the effect of the sales programme 
on the factory. 

The production orders will be based on the monthly sales estimates 
after allowing for appropriate low limits of finished goods. It is 
important that actual sales be notified to the factory administration 
immediately after the close of each month, so that any change in the 
quantity of goods required, necessitated by greater or less turnover 
than anticipated, may be made without delay, to avoid accumulating 
surplus stocks or running dangerously short of supplies of quickly 
moving lines. Needless to say, the sales report to the factory should 
be thoroughly detailed as regards individual lines and sizes, as experience 
through the year may show that public demand is leaning more to 4 
certain size or style than was the case when the estimates were first 
prepared, in which event it will be necessary to alter the ratio of various 
types of the product for the remaining months of the year, and this in 
turn will have its effect upon production. Often it is necessary to 
place orders for raw and packaging materials some months ahead, s0 
that any variations between estimated and actual sales may have af 
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important bearing on stock requirements in respect of the production 
of the lines concerned. 

In addition to a complete copy of the detailed sales estimates, as 
regards quantities, the factory administration will need other informa- 
tion, such, e.g., as provision made in the budgets for increased staff, or 
new purchases of plant, etc. All these figures may be obtained from 
the estimates supporting the production budget. It must be emphasised, 
however, that the best budget is quite useless unless its provisions are 
communicated to departmental heads in time for steps to be taken to 
put them into effect. 

An important feature of budgetary control, as far as production is 
concerned, is the necessity carefully to compare actual costs, staff, and 
other items with the standards laid down at the beginning of the year; 
and to enquire into these, where they appear, is an important duty of 
the budget officer, in conjunction with management. Monthly reports 
should be furnished to the budget officer, showing in one column all 
relevant information, with provision in a further column for insertion 
of the budget figures for comparison. 

The advertising budget and supporting schedules showing media, 
scope of campaigns, etc., require little comment. Where the work is 
in the hands of an advertising agency the recommendations furnished 
by them will be largely followed, and practically all that will be left 
for the general executive to do is examine the copy and accounts to see 
that the proposals have been put into effect and the correct charges made. 
On the other hand, where the firm has an advertising department whose 
duty it is to plan and execute all campaigns it will be necessary to 
provide the responsible officers with full details well before the year 
commences to enable them to get their preliminary arrangements under 
way in time for an immediate start on the first of the new year. 

A statement showing the monthly allocations to the various media, 
in one column, and in another the actual expenditures on each, together 
with sales report, will be furnished to the management, and a copy to 
the advertising department. From this statement it will be possible for 
those interested to assess the value of the various types of advertising, 
if the data is sufficient, and, from the figures shown, to decide upon any 
required revisions of the advertising budget, either as to amount or 
media. 

The budgets for administrative and office overhead and selling and 

distribution expense will be furnished to the departments concerned, 
together with such supporting schedules that may have been compiled 
in the course of budget preparation. For example, lists of proposed 
staff and salaries, any bonus schemes suggested, will be a useful guide 
to departmental managers and staff superintendents, as well as providing 
acheck on changes made throughout the year. Each sectional head will 
be required to furnish the budget officer with monthly summaries of 
expense, unless he is able to get these direct from the progressive 
Profit and Loss accounts. 
_ In conclusion, emphasis should be placed on the nature of the budget : 
it should not be the product, in any sense, of wishful thinking, but 
should represent the closest approximation possible to actual future 
figures, arrived at after the most careful analysis of figures and sifting 
of supplementary evidence; and, in execution, the budget becomes the 
blue-print which the general manager, as the master builder of the 
company, uses for carrying out the objects of the business during the 
suing year. 
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Overseas Exchange 
By H. P. HIGGINsoNn, A.I.c.A. 


There are many people who do not know the reason for the exchange 
rate which applies on the transfer of money from one country to 
another, nor do they know that under certain circumstances, it may 
become impossible to make such transfers. 

A lady recently wrote to a Melbourne newspaper stating that she 
was delighted to see that the Lord Mayor of Melbourne had sent £50,00 
to the Relief of Bombing Victims Fund, but she was dismayed to see 
that the Lord Mayor of London acknowledged the receipt of only 
£40,000, the explanation being that £10,000 (25% on £40,000) had 
been “lost” in exchange. 

She indignantly asked, “Who got that £10,000?” (No doubt she 
strongly suspected that the Banks had got away with it.) A suburban 
council near Melbourne also raised a similar query some time ago. 

The lady would be incredulous if she were told that the Australian 
rural producer got the £10,000, and the suburban council might quite 
reasonably ask for an explanation. 

Actually it cost the Banks £50,000 Australian to place £40,000 
English in London. 

It is really the honorary duty (and privilege) of the Accountancy 
profession to explain these matters to the non-business public. 

It is, however, not easy to explain such matters as “balance of trade” 
and its effect on the rate of exchange, without becoming technical, and 
even a few difficult words or sentences are sufficient to confuse anyone 
whose calling does not make him familiar with business problems. 

About ten years ago, when credit in England cost Australians only 
5%, a friend of mine, by a careful study of the balance of England- 
Australian trade, had convinced himself as follows: “Because of the 
light Australian wool and wheat yields (exports) and the low price 
being received for them in England on the one hand, and the huge 
volume of imports into Australia on the other hand, there would not be 
enough Australian credit in England to exchange for the value of the 
goods being imported into Australia.” 

In anticipation of this disastrous position, my friend, who was abroad, 
cabled me to purchase, on his behalf, financial credits in England. 

These transactions are usually carried out for clients by their bankers, 
who are aware of the location of London funds. I found, however, that 
overseas exchange had become greatly reduced, and where it was avail- 
able it was being reserved by Banks for their regular heavy-importing 
customers whose need was greatest, and whose future chance of 
obtaining overseas funds was doubtful. 

In these circumstances my next thought was naturally, ‘What 
Australian will have credit in England which he will be willing to 
sell?” A moment’s reflection led me to the exporters of primary 
produce and, from a Melbourne meat exporter, I purchased his credit 
balance in his London Bank, which was the proceeds of the sale of 
his last shipment of frozen meat from Australia. I had to pay him the 
increased rate of 643% instead of the 5% rate which had prevailed a 
few weeks before. I simply handed him £5,325 in Australian notes 
in payment for his £5,000 sterling, and he sent a cable instructing his 
London Bank to credit my friend’s account at another London Bank 
with the £5,000. Thus the Australian primary producer received an 
Australian bonus of £325 over and above the best price which he could 
get for his produce in the only available market in the world. 
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My friend cabled me to repeat the operation. My “meat” man could 
not this time oblige me, so I tried a Wool Broker who, on behalf of 
his pastoralist client (the rate still rising), charged me 8% for £10,000 
(the proceeds of the sale of his wool in London), and Australian notes 
for £10,800 were paid to the wool grower here in exchange for his 
£10,000 in London. 

My friend’s foresight was correct, because a few weeks later the 
shortage of Australian funds in London became alarming, and because 
of the demand to pay for the excess of imports the rate shot up to 25%, 
then to 30%, and then steadied at 25%. 

To summarise the above transactions, it is obvious that the parties in 
Melbourne who sold me their London credit (derived from the sale of 
their Australian products in London) did so because they needed the 
cash proceeds in Australia, but if there had been plenty of such credit 
in London, these parties would have received a lower price from me for 
their commodity (credit), and if there had been no such available credit 
in London, J could not have transferred my friend’s money. 

Since that time, the amount of Australian credit in England available 
for the payment of Australian purchases in England has varied from 
time to time and the Commonwealth Bank (realising how difficult and 
risky it would be for traders to buy and sell on an unstable exchange 
market) has wisely controlled (pegged) the Australia-London exchange 
at about 25% even though it should have been less or more from time 
to time. Even on such occasions when funds in London have accumu- 
lated and might conceivably suggest a reduction of the 25% rate, such 
a course would be dangerous as the present rate of exchange also acts 
as a protective barrier to over-importing to Australia, and any reduction 
of rate would not only affect the primary producer adversely, but also 
the secondary industries of this country. 

However, the simple fact remains that the answer to the lady’s 
indignant query is that the primary producer in Australia got the 
£10,000. In making that statement, I am not overlooking the fact that 
besides the proceeds of the sale of Australian exports there are some 
other kinds of overseas funds sometimes available for exchange, such 
as payments in England for services rendered and legacies, gifts, etc. 
But the essential condition to make such overseas funds available for 
Australian exchange is that the owner of them must be willing to accept 
Australian currency in exchange for them, and by far the greatest part 
of such available funds is the produce of our exports. 

It may not be possible much longer for Australian people “to send 
funds to England” which means “to exchange Australian credit in 
Australia for Australian credit in England,” because a lot of primary 
products are still here instead of there, owing to shipping difficulty. 
Also it may shortly come about that there will be no Australian credit 
anywhere abroad to pay for imported petrol. There is no immediate 
shortage of petrol imports and no shortage of Australian money to pay 
for them—but overseas suppliers of petrol require payment in sterling 
and dollars, and there is a coming shortage of such overseas funds 
available for exchange with Australian pounds. That is one reason for 
the Government’s petrol rationing scheme. 

Perhaps the Accountants of Australia would supply simply worded 
articles in the Press from time to time setting out the truth regarding 
these and other financial problems. 
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The Field for Research in Accountancy 
By A. A. FitzGeRaLp 


The Inaugural Commonwealth Institute of Accountants Annual Lecture, 
delivered at the University of Melbourne, on October 10, 1940 


This annual Lectureship has been established at the University with 
funds provided by the Victorian Division of the Commonwealth Institute 
of Accountants. The purposes of the Lectureship are to stimulate 
research in accountancy and to encourage original contributions to 
accountancy thought. 

So far, very little research in accountancy has been done in Australia, 
but there is a rapidly growing interest in it in England and the United 
States of America. I propose in this lecture to discuss the work that is 
being done in those countries, in the hope of arousing similar interest 
in this country. 

I. Wuat ts Accountancy? 

The nature and the scope of accountancy are popularly misunderstood. 
Often accountancy is regarded as a mere synonym for bookkeeping. 
Accountancy is the field of knowledge concerned with: 

(a) Systematic records of the transactions of economic enterprises; 

(b) The use of those records to prevent or detect fraud, relate results 

to responsibility, determine equities, and provide information to 
business owners and managers, taxation and other government 
authorities, and any other persons or groups who are legitimately 
interested in the activities of the enterprises. 

Accounting is the processes used in this field. 

Double-entry bookkeeping, from which the other accounting processes 
have evolved, is now one only of those processes, and a relatively simple 
one at that. 

The origins of double-entry bookkeeping are obscure, but it was 
probably first used some 600 years ago, though the earliest known 
treatise on the subject is dated 1494.1 The expansion. of double-entry 
bookkeeping into accounting, however, cannot be said to have begun 
earlier than the nineteenth century. By the last quarter of that century, 
certain aspects of accountancy—notably auditing—had been brought to 
a high pitch of development, but the most striking extensions in scope 
and improvement in quality of accounting have taken place in our own 
times. 

Cost analysis, standard costing, budgetary control, and a_ vastly 
improved technique in analysis, interpretation and presentation of 
accounting statements, have been outstanding additions to accounting 
during the twentieth century. The development has been rapid, and it 
is proceeding to-day more rapidly than ever. It has been the result 
of many causes—the increasing needs of business managers for useful 
information, the separation of business ownership from business manage- 
ment, and the consequent need for some link between the investor and 
the manager, a growing recognition of the social purposes of business, 
and the increased severity and greater complexity of taxation systems. 
None of these is a spent force. On the contrary, we may expect an 
ever-increasing demand on the services of accountants in all these 
respects. 

Naturally, in the circumstances in which accountancy has thus s0 
rapidly developed, there have been many external influences on the 

1. Luca Paciolo: De Computis et Scripturis. 
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development of accounting theory and practice. Commercial practices, 
law and economic theory have all played their part, and accountancy in 
its turn has influenced all three. 

As commercial practices change, accounting practice changes accord- 
ingly—though too often it lags behind for a while. The change in 
accounting practice, when it does take place, promotes other changes in 
commercial practices, and so on.? 

The inter-relationship of law and accountancy is an interesting study. 
Statute law sets minimum standards which must be observed by 
accountants. Conversely, the best accounting practices, which are often 
in advance of the minimum standards required by law, tend in time to 
fnd their way on to the Statute Book, and thus to become minimum 
requirements. In company law, the best accounting practice in such 
matters as the form and content of balance sheets and profit and loss 
accounts is governed by self-imposed standards, as well as by the 
Companies Act. In course of time, those standards are accepted and 
adopted by the legislature, and so on. 

Case law is based, in part at least, on the acceptance by the Courts 
of recognised commercial and accounting practices which do not conflict 
with the Statute law. For example, the law relating to the profits of 
companies divisible amongst shareholders has been built up by a series 
of decisions in which full weight was given to the practices generally 
followed by companies; in cases dealing with the liabilities of auditors 
for negligence, the Courts have always had regard to the standards of 
practice generally accepted by auditors; and—subject to the specific 
provisions of the Taxation Acts—taxable income is determined by 
ordinary principles of accounting.* In those instances in which the 
Courts have not accepted accounting principles, it will generally be 
found either that there are no generally recognised principles of 
accounting, or that accounting practices in relation to the matter in 
question are so diverse that the Legislature has seen fit to make its own 
rules, 

Sometimes, indeed, there is a conflict of laws, as when receipts of 
money by a trustee are capital by virtue of the law relating to executors 
ad income by virtue of the taxation laws. In such instances, the 
accountant is faced with the problem of so arranging his records and 
statements as to comply with both sets of laws. 

The influence of economic theory on accounting has, so far, not been 
strong. This is, at first sight, surprising, since economics and accountancy 
have so much in common in regard to their subject matter. They have, 
however, independent origins, and their viewpoints are different. The 
accountant is primarily concerned with the private interest of the 

2. Cf. A. F. Littleton: Accounting Evolution to 1900, Chap. xxii, and John Bauer, in 
Eneyclopaedia of the Social Sciences: “‘Progress in the science and technique of accounting 

made possible an increase in the size and complexity and territorial scope of business 
operations. Conversely, these changes have spurred the advance in accounting knowledge 
and technique. The kind of records that are needed depends upon the business, but the 
kind of business that is possible depends upon the records that have been kept.” 

8. Cf. Commissioner cf Taxes v. Executors, Trustees and Agency Co. of South Australia 
Ltd, 1 A.I.T.R., 416, at pp. 442-3: “The reasons which underlie the practice of estimating 
for taxation purposes the income from trade or manufacture by means of a commercial 
profit and loss account consist in the impracticability of computing income in any other 
way, and the adoption for fiscal purposes of recognized commercial principles.”—Per Dixon J. 

Compare N.Z. Flax Investments Ltd. v. Commissioner of Taxation, 1 A.I.T.R., 373. 
“ «. the difficulty of applying the provisions of the Federal income tax law when a 
ansaction takes more than a year to complete and the true profit arising from it cannot be 
scertained until it is completed or carried further towards completion than a year allows. 
In such cases a satisfactory estimate of the position at the end of a year may often be 
made, but upon commercial principles. If that is done, a suitable provision for future 
utlay must be made against current receipts or credits. But under the Income Tax 


Msessment Act 1922-1930 . . . only such deductions must be made as the statute in terms 
ilows.” Per Dixon J. 
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proprietors or managers of business, the economist with the social 
aspects of business.‘ 

Commercial practice has been a much more potent influence on 
accounting than has economic theory. Hence, “where accounting and 
economic thought run along parallel lines, they do so because both are 
running parallel to business practice.”® 

Nor has accountancy contributed much towards the refinement and 
clarification of economic theory, in spite of many appeals by economists 
for help of this kind from accountants. Fifteen years ago, Lord Stamp 
described the accountant as “the doorkeeper of the new economic 
knowledge” and prophesied that “in forty years, we shall have a 
precision of economic knowledge, due to aggregated accountancy throw- 
ing light on underlying economic theory, which is beyond the dreams 
(or nightmares) of 99 per cent. of our present professional community.” 

Fifteen of the 40 years have passed, and though accountants have 
talked a lot about the prophecy, they have so far been able to do little 
or nothing about it—in Australia at all events. They could do a great 
deal, but the decision does not rest with them. It is for the persons for 
whom, and at whose cost, accounting information is prepared to say in 
what ways it shall be used. Until business managers are prepared to 
make it available for economic research, it must remain confidential as 
between the accountant and his client or employer. Meanwhile, the best 
that accountants and accountancy associations can do is to use such 
influence as they have in persuading managers that good use can be made 
of the information for social purposes, and that social benefit is not 
necessarily incompatible with individual interest. 

To these external influences on the development of accounting must 
be added the internal influence of accounting concepts. It is conceivable 
that, though accounting practice has been dominated by commercial 
practice and law, there yet exists a body of accounting principles, 
founded on logical reasoning, generally recognised by accountants, and 
independent of external influences. 

Accountants tacitly assume that there is such a body of accounting 
principles ; they are prone to talk of “sound” accounting principles a 
something not necessarily dependent either on commercial practice ot 
legal requirements. Unfortunately, when it is put to the test, it is by no 
means clear that these fundamental accountancy truths do exist, or, if 
they do, what they are. 

Tradition and precedent play a very important part in the training of 
accountants ; the accountancy profession has not given adequate serious 
thought to the logical basis of the “principles” by which accounting 
practice is governed, or to the question whether those “principles” art 
in reality merely conventions, doctrines or rules of thumb. 

In these circumstances, it is not surprising to find that accountants 
and accountancy are under fire from many critical observers of their 
work. In part, the criticism originates in a misunderstanding of the 
nature and purpose of accounting, in part it is the natural outcome of 
the evident differences of opinion amongst accountants themselves as to 
many important accounting problems, and even as to such matters as the 
technical meaning of the terms they use. 

So, investors who do not appreciate the inherent limitations of the 
balance sheet blame accountants when they find to their surprise and 

4. S. Gilman: Accounting Concepts of Profits, pp. 19-20 

5. G. O. May: Twenty Five Years of Accounting Responsibility, pp. 406-407. 


6. “Quo Vadis—1965?” Address to the Incorporated Society of Accountants and 
Auditors, London, republished in the Commonwealth Journal of Accountancy, December, 19. 
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their cost that a balance sheet does not purport to be a statement of 
realisable values ; managers are often critical of the conventional forms 
of accounting statements and of the excessive use of technical jargon; 
tankers and other creditors are sometimes scornful of the customary 
imitations of auditing procedure; and economists are dissatisfied with 
the accounting viewpoint generally and with such alleged defects of 
accounting as its failure to take cognisance of changes in the purchasing 
power of money.” And there are accountants also who are impatient 
with what they regard as an inclination in accounting towards blind 
acceptance of custom and a too rigid adherence to conventional forms 
and practices. 

Since much of this criticism is based upon a misunderstanding of the 
nature and purpose of accounting, it is true that, as Mr. Stephen Gilman 
says, “Accounting does not require an apologist, even though it often 
requires an interpreter.”® Since some of it arises from the failure of 
the accountancy profession to settle its own controversies and to build 
up a consistent body of accounting doctrine, accounting should first be 
interpreted to accountants themselves. Until they have put their own 
house in order, they cannot reasonably expect from the rest of the 
community a sympathetic understanding of their problems. 

Recent developments in the United States of America provide a good 
illustration both of the need for agreement amongst accountants and of 
the present lack of such agreement. A series of scandals during the 
depression which brought to light improper accounting practices placed 
new emphasis on the responsibilities of auditors to investors. In 1934, 
The American Institute of Accountants, in co-operation with the New 
York Stock Exchange, devised a new form of auditor’s report. This 
form of auditor’s report, which is now in general use in the United 
States of America, contains an expression of opinion by the auditor 
whether the balance sheet and related profit and loss statement fairly 
present® the financial position of the company and the result of its 
operations, “in accordance with accepted principles of accounting con- 
sistently maintained by the company during the year under review.” 

Naturally, the attention of the profession was immediately directed to 
the question—What are the accepted principles of accounting ? 

Early in 1934, the American Institute of Accountants formulated a 
list of five accounting principles. In 1936, the executive committee of 
the American Accounting Association (an association of University 
Instructors in Accounting) issued a tentative statement of twenty 
principles of accounting affecting company reports. In 1938, the 
American Institute of Accountanfs published a Statement of Accounting 
Principles, by Professors Sanders, Hatfield and Moore, containing 
twenty-five principles. The meetings and the publications of the various 
professional associations in the United States of America have since 
wen largely given over to discussion of these attempts to formulate 
principles. So the present position is that accountants in the United 
States of America are in the “unenviable position of having committed 
themselves in their certificates as to the existence of generally accepted 
an For a discussicn of the problem of changes in the purchasing power of money in 

tion to accounting, and a suggested solution, see H. W. Sweeney: Stabilised Accounting. 

8. Accounting Concepts of Profit, page 610. 
oe R use of the word “fairly” in this connection has been criticised on the ground 

i taken in its colloquial sense, it may give the impression that the statements are 
tate satisfactorily presented. But compare G. O. May: Twenty-five Years of 
nting Responsibility: Vol. 2, p. 81: “The question that should really be put to the 
‘“countant is not whether the balance sheet is true, but whether it is fair—fair in the 
“counting principles on which it is based; fair in the way in which those principles are 


wplied to the facts; and fair in the way in which the results are presented. These are 
matters of opinion.” 


C 
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accounting principles while between themselves they are quarrelling a 
to whether there are any accounting principles, and if there are hoy 
many of them should be recognised and accepted.”? 

Two of the most recent publications dealing with the subject ar 
Stephen Gilman’s Accounting Concepts of Profit‘ and the Introduction 
to Corporate Accounting Standards by Professors W. A. Paton ané 
A. C. Littleton. 

Mr. Gilman reaches the conclusion, after an exhaustive examination 
of the whole question, that most of the so-called principles should bk 
“re-labelled as doctrines, conventions, rules or mere statements of 
opinion.” He thinks it would be best for the accountancy profession 
frankly to admit that there are no principles of accounting, thus leaving 
it in the position of being guided by “general doctrines, specific con. 
ventions, and various rules, practices, methods and standards derived 
from relationship between accounting and other fields which, by the tes 
of experience, have been proved practical and acceptable.’”!? 

Paton and Littleton prefer the term “standards” to “principles.” They 
conceive accounting theory as a “coherent, co-ordinated, consistent body 
of doctrine which may be compactly expressed in the form of standards,” 
“Principles,” they say, “would generally suggest a universality and 
degree of permanence which cannot exist in a human-service institution 
such as accounting.” Standards, on the other hand, are “useful guide 
to procedures over a wide area of application. Whereas rules would kk 
made to afford a basis for conformity, standards are conceived as gauge 
by which to measure departures, when and if departure is necessary and 
clearly justifiable.’ 

In Australia, auditors are not expressly committed by the form of 
report they use to the existence of generally accepted principles, but 
there is an implied obligation on them to direct attention to unjustifiabk 
departures from good accounting practice. What constitutes good 
accounting practice is very largely a question for individual judgment 
Outside the standard text books—which frequently conflict—there has 
been no organised attempt to develop any “coherent co-ordinated, con- 
sistent body of doctrine.” In this respect, accountancy in Australia 
follows the English tradition of reliance on judgment rather than o 
rules or standards. 

But the form of company audit report required by law in Englani 
and Australia goes even further than the American form in obliging the 
auditor to give his opinion whether the statements are properly draw 
up to exhibit a true and correct view of the position of the company 
and of the results of its operations. Sooner or later, auditors in England 
and Australia must face the question whether, in forming this opinion, 
they are guided by recognised standards as well as by individu 
judgment. Moreover, in this as in other accounting questions, th 
influence of American practice is steadily becoming evident, particularly 
in Australia, where many large businesses are owned or controlled by 
American interests. 

American accountants have made a very valuable contribution to the 
development of cost accounting. Their ideas and practices in this 
branch of accounting have been widely adopted in Australia. By 
contrast with England, where the most important influence on the 

10. G. R. Byrne: “To what extent can the Practice of Accounting be reduced to Rulé 
and Standards?”: Journal of Accountancy, November, 1937. 

1l. See particularly Chaps. 12-16. 


12. Page 257. 
13. Introduction to Corporate Accounting Standards, pp. 4-6. 
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development of accountancy was the interests of proprietors, the 
profession in the United States of America has until quite recently been 
mainly concerned with giving assistance to managers. American 
accountants are now, however, turning their attention to a searching 
examination of auditing procedure. It is not unreasonable to expect 
that the influence of the results of their inquiries in this field of 
accounting may extend to England and Australia in much the same way, 
if not to the same extent, as their work in cost accounting. So, though 
the question which is so profoundly agitating the minds of American 
accountants at the present time may not be of apparent immediate 
interest to Australian accountants, we cannot afford to ignore it. 


II. THe NEED For RESEARCH IN ACCOUNTANCY 


This discussion of the state of uncertainty which exists in the 
accountancy profession as to the principles or standards of “sound” 
accounting indicates one direction in which research is urgently needed. 
But there are several other directions in which accounting research 
could usefully be carried on. The kinds of research which are needed 
are :— 

(a) Accounting theory needs to be re-examined in the light of its 
origins, its adaptability to the present purposes of accounting 
and its interactions with commercial practice and with law. 

(b) Accounting practices need to be examined in order to discover 

what practices are followed, why they are followed, to what 
extent there is approach to uniformity of practice, what are the 
reasons for such differences in practice as are discovered, whether 
present practices should be changed in order better to fulfill the 
purposes of accounting, whether there is any noticeable tendency 
to change and the reasons why changes are taking place.' 
The claims that are sometimes made, both from without and 
within the profession, that the scope of accounting should be 
enlarged should be carefully investigated. Should auditors accept 
a greater degree of responsibility for the valuation of stock-in- 
trade, for example? And, if it be found that it is not desirable, 
from the accountancy viewpoint, to enlarge the scope of 
accounting, in what ways can the critics best be convinced? 
For the accountancy profession must maintain a high reputation 
in the community if it is properly to do its job; and nothing could 
be more damaging to its reputation than a prevalent belief that 
accountants are not doing all they might to inform proprietors 
and investors and to help managers to solve their problems. 

(d) A beginning should be made, so far as can be done from 
published accounts, or from accounting data voluntarily made 
available by trade associations or individual business units, to 
provide information for the testing of economic theory. 

And, finally, since the study of accountancy is now undertaken 
by many different kinds of students, including those who take up 
the study as an aid to careers in business, banking, law or 
economics, as well as those preparing for careers in public or 
private accountancy, teaching methods should be closely examined. 
In particular, what is the most satisfactory method of teaching 
those who intend to become accountants—the training in 
accounting which is provided by actual practice, the education 


M4. Consider, e.g., the influence of taxation legislation in changing accounting 
practice in ways which are cpposed to “sound” accounting principles. 
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for accountancy which is to be had by the scholastic method, or 
some blending of the two? And, if a blending, how best to 
ensure that the result will be palatable? 


III. OrGANISED RESEARCH 


Research of all these kinds is now being carried on in England and the 
United States of America in an organised way. It cannot be said that 
the results to date have been spectacular, for the awakening of interest 
in the possibilities of research in accounting is a very recent phenomenon, 
As in all research, much laborious work must be done before results are 
evident ; many experiments must be tried before the most satisfactory 
research methods are discovered; and there are peculiar obstacles— 
of which the most serious is the difficulty in obtaining material—to be 
surmounted in accountancy research. But the important fact is that the 
work has begun, it is steadily growing, and there can be little doubt 
that it will continue to grow at a rapidly increasing rate. 

How recent has been the awakening of interest in research in 
accountancy is shown by the following summary of the origins of 
organised or sponsored research in England and the United States of 
America :— 


(a) United States of America 

(i) The American Institute of Accountants 

This Institute was founded in 1887—a few months after the found 
tion of the Commonwealth Institute of Accountants—under the name oj 
The American Association of Public Accountants. In 1920, it set upa 
committee on Accounting Terminology, in the hope that the committee 


would be able to do useful work in clarifying accounting terminology, 
and in bringing about a greater degree of uniformity in the use of 
technical terms. The committee was at work on the problem for eleven 
years before it was able to publish its first report.15 After certain 
attempts to devise a satisfactory procedure, the committee eventually 
decided to try to keep its work within reasonable limits by stating only 
the technical accounting use of terms, without reference to the non- 
technical general use of the same terms. Since the publication of its 
report, the committee has been led, because of the difficulties encountered, 
to revise this plan, and it now contemplates the possibility that it may 
have to start with a limited number of what are considered the most 
important words, and, in dealing with these, to give— 

(a) The common, general or basic meaning of the term (from which 

its technical use is derived) ; 

(b) Reference to various legal definitions of the terms; and 

(c) The technical accounting usage of the term. 

During the last ten years or so, the Executive Committee of the 
Institute has conducted several valuable pieces of research into 
accounting procedures, and in 1939 it set up a special committee of some 
20 members, including several Professors of Accounting, as a Com 
mittee on Accounting Procedure, and provided the Committee with 4 
staff of research workers. Professor T. H. Sanders, Professor of 
Accounting at Harvard, has been appointed Director and Co-ordinator 
of Research, and is to devote half his time to this work. General contrdl 
of the Research Department is vested in the Council of the Institute." 
By December, 1939, the Committee had issued four Accounting Research 

15. Accounting Terminology, New York, 1931. 


16. Report of the Executive Committee: 1939 Year Book of the American Institute o 
Accountants, pp. 108-110. 
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bulletins, dealing with various aspects of current accounting practice, 
and a general introduction explaining the standpoint from which, and 
the methods by which, its studies were to be conducted. 

In recent years, the Institute has also published or sponsored several 
books on accounting, two of which—Professor A. C. Littleton’s 
Accounting Evolution to 1900 and Professors Sanders, Hatfield and 
Moore’s A Statement of Accounting Principles, were of a research 
character. At the 51st Annual Meeting of the Institute in 1938, 56 
papers on various topics were delivered, and subsequently they were 
published under the title, Papers on Accounting Principles and Pro- 
cedure. Eleven of the papers dealt with various aspects of the 
Statement of Accounting Principles, four with Relationships between 
Legal and Accounting Concepts, six with Accountants’ Certificates, 
four with the future of public accountancy, and three with education 
for the profession. 


(ii) The National Association of Cost Accountants 


This Association was founded in 1919. It maintains a Research and 
Technical Service Department, which makes regular studies of accounting 
practices, mainly by the questionnaire method, and publishes the results 
of these enquiries half-yearly in the bulletins which are issued twice a 
month by the Association. 


(iii) The American Accounting Association 


This Association was founded in 1915, under the name of The 
American Association of University Instructors in Accounting. The 
name of the Association was changed to its present form in 1935, when 
its expressed purposes were restated to include, inter alia, the following : 

“To encourage and sponsor research in accounting and to publish or 

aid in the publication of the results of research.” 

The Association is sponsoring research into the following aspects of 
accounting :— 

(i) Preparation of financial statements: the proper organisation, 
content and detail of published corporate reports ; 

(ii) Accounting treatment of corporate capital ; 

(iii) Measurement of income; 

(iv) Problems of valuation, with special reference to financial 
statements ; 

(v) Consolidated statements: outlines and uses, with particular 
reference to controversial questions involved in their prepara- 
tion. 

It publishes a quarterly Accounting Review, which contains many 
articles on such aspects as well as some accounting-economic researches, 
and has published since 1937 three important monographs on accounting 
research topics. 

These are :— 

(i) Perry Mason: Principles of Public Utility Depreciation—an 
examination of the theory and practice of accounting for 
depreciation in public utilities, and of the various legal 
requirements and the decisions of various Courts, Boards and 
Commissions in relation to depreciation. 

M. B. Daniels: Financial Statements. 

W. A. Paton and A. C. Littleton: An Introduction to Corporate 
Accounting Standards—a lengthy and critical examination of 
accounting theory in relation to the accounts of corporations. 
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(b) England 

There are several Institutes of Accountants in England, of which the 
most important are The Institute of Chartered Accountants in England 
and Wales (founded in 1880 by Royal Charter incorporating several 
societies which had been formed in the provinces during the seventies) 
and The Society of Incorporated Accountants and Auditors formed in 
1885. 

Neither the Institute nor the Society has so far taken any active part 
in organising or sponsoring research, though the Society has set up a 
Research Committee, whose principal work has been the preparation of 
specimen forms of accounts for various businesses and professions, 
These forms are “not to be regarded as model accounts, but as bases 
for more definite formulation.” Since 1937, the committee has published 
in the Society’s magazine twenty-three of these specimen forms. 

The beginnings of research in England have been due to the interest 
of professors and lecturers in the London School of Economics rather 
than to the professional associations. 

The Accounting Research Association was founded in 1936 ata 
public meeting held at the London School of Economics under the 
chairmanship of Mr. G. R. Freeman, a past president of the Institute 
of Chartered Accountants in England and Wales. Its first Secretary 
was Mr. Ronald S. Edwards, Lecturer in Business Practice at the 
London School of Economics, and one of its early Chairmen was 
Mr. Stanley W. Rowland, Lecturer in Accounting at that School. The 
Joint Secretaries are now Mr. Edwards and Mr. Cosmo Gordon, the 
Librarian of the Chartered Institute. Of the 13 members of the 
Committee, seven are University professors or lecturers. The Associa- 
tion has the general approval and support of the Councils of the 
Institute and the Society, as well as of three other associations of 
accountants. 

Its objects are :— 

(a) To promote research into the history and development of 

accounting ; 

(b) To discover, in particular, how economic, social and legal changes 

have affected the development of methods of accounting; 

(c) To examine the present position of accounting theory ané 

practice. 

The Association has published eight papers dealing with a variety of 
research topics, and a reprint of the Tentative Statement of Accounting 
Principles by the Executive Committee of the American Accounting 
Association. Doubtless because of recognition of the need for inter- 
preting accountancy to accountants, a prominent feature of the work 
of the Association has been the issue of Review Supplements con- 
taining lengthy and critical reviews of important new books om 
accountancy.!7 Sometimes, indeed, these reviews have been so critical a 
to have generated heat as well as light! 

An interesting contrast between the attitude of the professional 
associations in England and the United States of America is that in the 
United States the connection between the Institutes and the Researcl 
body is more direct and formal. Research is recognised as one of the 
functions of the Institutes and is being carried out by committees and 
special research staffs of the Institutes. There is also an evident tendency 
towards co-operation between the Institutes and the University instruc- 


17. For a statement as to the constitution and objects of the Association, see TM 
Accountant, April 6, 1940, p. 395. 
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tors. This tendency is illustrated by the appointment of Professor 
T. H. Sanders as Director and Co-ordinator of Research for the 
American Institute, and by the action taken by that Institute in 1938 
when it published and circulated to its members the Statement of 
Accounting Principles prepared by two professors of accounting and a 
professor of law who had been invited by the Haskins and Sells 
Foundation to make an independent and impartial study of the subject. 

In England, the organisation for research is divorced from the 
professional bodies, though it has their encouragement. The Accounting 
Research Association is a kind of unofficial link between the Institutes 
and the Universities controlled by neither, but enjoying the blessing 
df each. Its position in relation to both the Institutes and the Univer- 
sities is thus analogous to that which the Economic Society of Australia 
and New Zealand occupies in relation to the University Schools of 
Commerce and Economics. 

This difference in the attitude of the professional bodies in the two 
countries is symptomatic of a fundamental difference in the outlook of 
the English and the American accountant. To the English accountant, 
the practice of accounting is a matter primarily of individual judgment ; 
the American accountant, whilst he does not believe that accounting can 
be reduced to a set routine and made subject to inflexible rules!* thinks 
that a nearer approach to uniformity of treatment of accounting 
problems is desirable. Hence, though in both countries persuasive 
methods are used by the professional bodies to improve the standards 
of accounting practice, the publications and pronouncements of the 
American institutes tend to be coercive as well as persuasive. 

Nevertheless, the danger of insisting on uniformity of practice in 
cases where there is as yet no generally recognised standard of practice 
is recognised. In its general introduction to its Accounting Research 
bulletins, the Committee of the American Institute on Accounting 
Procedure enunciated the following rules for its own procedure, 
because it “regarded the representative character and general accepta- 
bility of its pronouncements as of the highest importance.” 

(a) Any opinion before issue shall be submitted in final form to all 

members of the committee, either at a meeting or by mail. 

(b) No such opinion shall be issued unless it has first received the 
approval of two-thirds of the entire committee. 

(c) Any members of the committee dissenting from an opinion issued 
under the preceding rule will be entitled to have the fact of his 
dissent recorded in the document in which the opinion is 
presented. 

The committee also recognises that, where a pronouncement has been 
made in the belief that it is generally applicable, there may be cases in 
which extraordinary circumstances may require exceptional treatment. 
In such cases, it says, “the burden of proof is upon the accountant 
dearly to bring out the exceptional procedure and the circumstances 
which render it necessary.” Subject to such safeguards, the committee 
s working upon the principle that its findings, when arrived at, shall be 
ssued with the force of autlicrity behind them.!9 

In similar investigations, tie Accounting Research Association has 
a Cf. G. O. May, Memorandum on the National Securities Exchange Bill, submitted to 

Senate Committee on Banking and Currency: “There is no dispensing with judgment 
| preparation of accounts.”—Twenty-five Years of Accounting Responsibility, Vol. 2, 


s 19. For a full discussion of the work of the Committee, see G. D. Bailey: “‘The Research 
wk of The American Institute of Accountants,” The Journal of Accountancy, July, 1940. 
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adopted the principle that its publications shall be made in the form of 
opinions expressed by investigators. Indeed, the Committee of the 
Association expressly states that it “does not necessarily endorse the 
views expressed in papers published under the auspices of the 
Association.” 

The Association is not, of course, in the position of being able to make 
authoritative pronouncements binding upon the profession, even if it 
desired to do so, since it is not a controlling body. The Institutes have 
very rarely made official pronouncements as to practices which ought to 
be followed. One of the rare instances was the pronouncement on the 
subject of Secret Reserves and the desirability of amendment of the 
Companies Act for the better protection of investors, made by a 
committee of the Society of Incorporated Accountants and Auditors, 
following the Royal Mail case.?° 


IV. OTHER RESEARCH AGENCIES 


In addition to the work of these organised research institutions, 
research is being carried on by other agencies. Individual investigators 
have made valuable contributions to our knowledge of the origins and 
development of bookkeeping and accounting?!—a type of research which 
is not only a fascinating academic study, but also an indispensable aid 
to a proper understanding of the philosophical basis of accountancy, 
and is thus closely related to research into the theory of accounting. 

Research work undertaken by individual investigators naturally tends 
to be spasmodic, restricted in scope and unco-ordinated. In accountancy, 
as in economics, little or no use can be made of deliberate experiment. 
The accountant’s laboratory is the whole field of business, and the 
materials needed for inductive study can be obtained only by organised 
effort and by persuading those who have the data to make them available 
in a co-operative spirit. Moreover, there is the danger that the work 
of the individual investigator may be actuated by the desire to prove a 
case rather than by the search for truth. 

Organised research can best be undertaken by associations such as the 
Institutes and the Universities, which exist for the common good, which 
have special facilities for eliciting information, and which have no other 
axe to grind.” 

This is not to derogate from the value of the work that has been done 
by individual investigators or to decry the spirit in which much of that 
work has been undertaken and carried out. On the contrary, the best 
work which has so far been done in such fields as the study of the 
history of accountancy and the search, by deductive reasoning, for 
principles has been the work of independent individual investigators. 

Another body which is taking up accounting research in the United 
States of America, though it was established for other purposes, is the 
Securities and Exchange Commission. This Commission was set up 
under the Securities Act of 1933 and the Securities Exchange Act of 
1934. Its primary responsibility is to insure that the financial data filed 

20. The Incorporated Accountants’ Journal, May, 1932. 

21. E. G. Richard Brown: A History of Accounting and Accountants, Edinburgh, 1905. 
A. C. Littleton: Accounting Evolution to 1900, New York, 1933. Edward Per : 
Origin and Evolution of Double-entry Bookkeeping, New York, 1938. Stephen Gilman: 
Accounting Concepts of Profit, New York, 1939. B. S. Yamey: The Functional Development 
of Double-entry Bookkeeping, London, 1940 (published by the Accounting Research Associ 
tion and particularly notable for its challenge of widely held views as to the origins of 
theories of bookkeeping). 

22. Cf. Lord Stamp, at the inaugura] meeting of the Accounting Research Association, 
“I cannot conceive that much is going to be done by single workers; there will have to be 


team work and a number of people merging their individualities in a common 
The Accountant, January 2, 1937, p. 18. 
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with it and made available to the public constitutes a “disclosure fully 
adequate for the protection of investors.” In carrying out its responsi- 
tility, the Commission has evidently found a very troublesome diversity 
of practice in the form and content of the published statements, for one 
of the Commissioners has expressed the opinion that “a... reason why 
accountancy has not more nearly realised its possibilities is the tendency 
to rely on precedent and authority, rather than the scientific method.” 
He thought the field for research in accounting a huge one, and that 
“the practising accountants should have a part in this research, and 
colleges and Universities should have a place in it comparable to that 
which they occupy in other fields.” 

The results of the Commission’s own researches into accounting 
principles and practices are published from time to time as Releases, 
ad the preparation of the Releases has in some cases required “extended 
public hearings, including the securing of the opinions of expert 
witnesses, and a thorough study of legal and accounting authorities.” 

Research work is being sponsored in the United States of America 
also by the Haskins and Sells Foundation (which invited Professors 
Sanders, Hatfield and Moore to make the study of accounting theory 
which resulted in their Statement of Accounting Principles) and by the 
Arthur Lowes Dickinson Fund established at Harvard by the firm of 
Price, Waterhouse & Co. in 1929. For a number of years, the income 
irom this fund was used exclusively for the purpose of conducting 
research in accounting. In 1936, the provisions of the fund were 
modified to provide in addition for an annual lectureship similar to this 
Commonwealth Institute of Accountants lectureship. The 1940 lectures 
were given by Professor W. A. Paton, Professor of Economics and 
Accounting at the University of Michigan, and dealt with Recent and 
Prospective Developments of Accounting Theory. 

And, finally, mention should be made of the International Congresses 
of Accountants, sponsored by accountancy institutes throughout the 
world. The first of these was held in St. Louis in 1904, the second at 
Amsterdam in 1926, the third at New York in 1929, and the fourth at 
London in 1933. 

It was intended that these Congresses should have been held every 
four years. The fifth was to have been held in Rome in 1937, but Italy 
being then involved in international complications, the Congress was 
postponed till 1938, when it was held in Berlin. Where the sixth will be 
held, and when, is a matter of conjecture! 

Papers by Australian accountants have been presented at some of 
these Congresses, and Australian Institutes have been officially repre- 
sented at the later ones. 

The Congresses have been useful particularly in bringing to light 
differences in accounting practices in the various countries and in 
directing attention to likely avenues for research. The published 
proceedings contain numerous lectures, papers and discussions on a 
vatiety of accounting topics by eminent accountants whose views 
command respect wherever accounting is practised. In this way, they 
have exercised a potent influence towards the raising of accounting 
standards. They cannot, of course, reach conclusions which will be 
binding on the national associations or their members. An Australasian 
Congress was held in Melbourne in 1936. 

23. Andrew Barr: “Accounting Research in the Securities and Exchange Commission,” 

Accounting Review, March, 1940. 


%. Publication of the Harvard Graduate School of Business Administration: Business 
Research Study No. 25. 
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V. Speciric OBJECTIVES OF RESEARCH IN ENGLAND AND THE 
UNITED STATES OF AMERICA 


Typical examples of the five different kinds of research which have 
been mentioned so far carried out in England and the United States oj 
America are as follow :— 


(a) Re-examination of Accounting Theory (including historical 
studies of the evolution of accounting ) 

Richard Brown: History of Accountants and Accounting, Edin- 
burgh, 1905. 

H. R. Hatfield: An Historical Defence of Bookkeeping, New York, 
1924. 

A. C. Littleton: Accounting Evolution to 1900, New York, 1933, 

Edward Peragallo: Origin and Evolution of Double-entry book- 
keeping, New York, 1938. 

Executive Committee of the American Accounting Association: 
“A Tentative Statement of Accounting Principles Affecting 
Corporate Reports,”25 Chicago, 1936. 

Sanders, Hatfield and Moore: A Statement of Accounting Prin- 
ciples, New York, 1938. 

Stephen Gilman: Accounting Concepts of Profit, New York, 1939. 

W. A. Paton and A. C. Littleton: An Introduction to Corporate 
Accounting Standards, Chicago, 1940. 


(b) Examination of Accounting Practices 
(i) N.A.C.A. Bulletins 

March 15, 1937: Practice in accounting for raw materials in 
industrial concerns, a statistical investigation of 197 replies 
—to a questionnaire to members on this subject. 

October 1, 1938: Practice in accounting for taxes paid by 
manufacturing companies. 717 replies were received to 
a questionnaire on this subject.?6 

March 15, 1940: Finished goods inventory practice—a sum- 
mary of the practices followed by 325 industrial companies 
in valuing trading stocks for cost accounting purposes. 

June 1, 1939: The Place of Internal Auditing in Industrial 
Companies—based on information supplied by 28 
members. 

(ii) Publications of the American Accounting Association 

C. Rufus Rorem: The Accounting Review, June, 1936. 
“Uniform Hospital Accounting”—a report by the Advisory 
Committee on Accounting of the American Hospital 
Association, based on information provided by 2,500 of 
the largest and the most important hospitals in the United 
States of America. 

Several other examples listed under the heading of Accounting- 
Economic investigations relate to practice in presenting and publishing 
financial statements. 

(iii) Publications of the Accounting Research Association 
Report on a questionnaire relating to methods of valuing raw 
materials, work-in-progress and finished stock for balance 

25. The Accounting Review, June, 1936. For a summary of the various recent attempt 


made to formulate principles of accounting, see Gilman: Accounting Concepts of Profit, 
Chapter 14. 

26. This investigation might also be classified as accounting-economic research, since the 
questionnaire included questions of direct interest to economists, e.g., ‘““What was the 
relation of taxes paid in 1937 by the companies to the net profits, direct labour costs and 
sales of these companies?” 
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sheet purposes. Publication No. 5, January, 1940, based 
on 63 replies to a lengthy questionnaire issued by the 


h have Association. 
ates of Report on a questionnaire relating to methods of calculating 
depreciation of assets. Publication No. 6, February, 1940, 
torical based on 61 completed questionnaires. 
(c) Investigations of the alleged desirability that the scope of 
Edin- accounting should be extended 
John B. Canning: The Economics of Accountancy: a Critical 
York Analysis of Accounting Theory, New York, 1929. 
W. A. Paton: Recent and Prospective Developments in 
1933, Accounting Theory, Boston, March, 1940. 
book- W. F. Baxter: The Form of Final Accounts. Publications 
Nos. 4 and 8 of the Accounting Research Association, 
ation: London, 1939-1940. 
ecting Ronald S. Edwards: “The Nature and Measurement of 
Income”—a series of 13 articles in The Accountant, 
Pris. July 2, 1938, to September 24, 1938.27 
E. J. Broster: “Practical Framework of Cost, Demand and 
1939. Net Revenue Analysis”—a series of 10 articles in The 


Accountant, Jan. 1, 1938, to March 5, 1938. 

J. M. Clark: The Economics of Overhead Costs, Chicago, 1923 
—republished in part as “The Incidence of Overhead 
Costs,” by Accountants Publishing Co. Ltd., Melbourne, 


borate 


1940. 
“ Committee of the American Institute of Accountants on 
P Auditing Procedure: “Extensions of Auditing Procedure” 
ata —The Journal of Accountancy, December, 1939. 
id by : - 
“y (d) Accounting-Economic Research _ 
(i) Accounting Research Association 
pn Published Balance Sheets as an Aid to Economic Investiga- 
aki tion—Some Difficulties: R. H. Coase, R. S. Edwards 
and R. F. Fowler: Publication No. 3, June, 1938—a 
poses. : : ; ; 4 
strial discussion of the difficulties encountered in a study of the 
iron and steel industry from published balance sheets. 


285 ” . : sip 
(ii) American Accounting Association 


Adequate Records as an Element in Business Survival: Emma 
Cortsvet: The Accounting Review, March, 1936—a part 


- of investigations into various aspects of bankruptcy 
pital undertaken by the Institute of Human Relations of Yale 
0 of University. 

“ited Surplus Accounts of Iron and Steel Corporations: Richard 
| N. Ownes, The Accounting Review, June, 1936—an 
ing. analysis of the accounting treatment of various charges 
hing and credits to Surplus Accounts (corresponding to the 


Profit and Loss Appropriation Account used in Australia) 
and of the effects thereof on disclosed profits. 
Balance Sheet Form and Classification in Corporate Reports: 
E. J. Fjeld: The Accounting Review, September, 1936. 
Classification and Terminology of Individual Balance Sheet 
Items: E. J. Fjeld: The Accounting Review, December, 
1936. 
(The last two are studies of the form and classification of the published 


-— See also the rejoinder by Stanley W. Rowland, The Accountant, October 8 and 16, 





188 THE AUSTRALIAN ACCOUNTANT NOV. 


balance sheets of all the 587 industrial corporations listed on the New 
York Stock Exchange at September, 1936.) 

Application of Accounting Rules to Financial Statements: 
Howard C. Greer: The Accounting Review, December, 
1938—an analysis of the accounting practices of 18 
corporations over a period of 9 years, from the same 
standpoint as the investigation into surplus accounts oj 
Iron and Steel Corporations mentioned above.”8 

Goodwill on Financial Statements: George T. Walker, The 
Accounting Review, June, 1938—an examination of pre- 
vailing practices in the classification and description of 
goodwill in published accounts, and a discussion of the 
views of accounting authorities on this question. 

The Effect of Direct Charges to Surplus on the Measurement 
of Income: W. A. Hosmer: The Accounting Review, 
March, 1938—another examination of this problem based 
on the published accounts of five of the largest corpora- 
tions. 

Financing the Steel Industry: F. P. Smith: The Accounting 
Review, December, 1939—a study of the financial policies 
followed by corporations in this industry from 1915 to 
1936, based on the published accounts of 28 corporations. 

This study was undertaken specifically to test the theory 
that Stock Exchanges serve as providers of capital for industry. 

It, and another article by the same author on Surplus Adjust- 

ments in the Iron and Steel Industry (published in the 

December, 1938, issue of The Accounting Review), are part 

of a larger study to determine how industry has been financed 

since 1914. 

A pioneer Australian investigation of this kind was Mr. F. V. McGee's 
“Australasian Business Finance,” published in the Economic Record, 
November, 1927, an analysis of the published balance sheets of 619 
Australasian companies. 

(e) Research into Teaching Methods 

Austin H. Carr: Accountancy Examinations of Canada. 
Harold R. Caffyn: Accountancy Examinations of Great 
Britain. George P. Ellis: Professional Training—three 
papers included in the Papers on Accounting Principles 
and Procedure, presented at the Fifty-first Annual Meeting 
of The American Institute of Accountants. 

Herman C. Miller: A Suggested Programme of Education for 
the Accountant: The Accounting Review, June, 1938. 


VI. METHODS AND SPECIAL DIFFICULTIES 


All research work is difficult. If it were not, it would be unnecessary. 
But there are special difficulties in accounting research, and special 
problems to be solved in deciding upon the nature and scope of the 
research which should and can be done and the methods by which it 
should be attacked. 

One of the most important of these problems is concerned with the 
relationship between theory and practice. Should pure theory be studied 


28. As an illustration of diversity of practice and its effects on disclosed profits, this 
paper is particularly interesting, e.g., if all the accountants concerned in the preparation 
of the published accounts of these corporations had taken the most liberal view which #27 
of them took, the aggregate disclosed profits of the 18 corporations for the nine years 
have been $218 million. If, on the other hand, they had all taken the most conservative view 
which any of them took, the figure would have been $98 million. 
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by deductive reasoning and practice examined in the light of the con- 
dusions so arrived at, or should practice be examined in an empirical 
attempt to discover what degree of uniformity exists or to promote 
agreater degree of consistency in practice? The answer probably lies 
in a combination of the two methods, so that the work will proceed 
“along the double line of research into broad underlying fundamental 
concepts and investigation of different practices in an endeavour to 
reach greater uniformity of understanding about many points of practical 
presentation.” 

Next, by whom should the research be done? By individuals, profes- 
sional associations, Universities or specially organised research bodies? 
It is important to ensure, as far as possible, that research should be 
objective—it should not be based on the underlying assumption by the 
investigator that the matter which is being investigated is a fact which 
merely requires demonstration. 

Research by individuals is particularly susceptible to this fatal 
influence, but research by the professional associations may also be 
tainted with the unconscious desire to rationalise existing practices and 
to preserve the status quo of the profession. Accordingly, it would seem 
to be desirable that, if research is undertaken by the professional bodies, 
it should be done in co-operation with academic bodies (as is being done 
in U.S.A.) and that, because of the close relationship between law and 
accountancy, lawyers should be invited to share in the work. 

Should the clarification of accounting theory and the improvement of 
accounting practice be sought through the slow and laborious process of 
widespread questionnaire, discussions, tentative conclusions and thorough 
criticism of those conclusions, or by the comparatively rapid method 
of small research committees or staffs working on specific projects? 

The ultimate object of accounting research is to improve the useful- 
ness of accounting as a practical tool. That objective can be realized 
only if the principles or standards developed by the research are 
generally accepted. The wider the discussion and criticism before the 
results are published, the greater the chance that those results will be 
generally accepted. Hence it seems best to hasten slowly, to adopt the 
method of lengthy discussion, and not to attempt too wide a range of 
research until the method has been thoroughly tried and proved. 

The experience of the Committee of the American Institute of 
Accountants on Accounting Terminology in this respect is illuminating. 

This does not, of course, rule out the possibility that small committees 
or staffs may be set to work on research projects intended to throw light 
on specific aspects of broader enquiries. In fact, the American 
Institute Committee is using this method. 

The next problem is where and how the raw materials for research 
are to be found. It may be unusual to regard text books as a source 
of material for research, but in the peculiar circumstances in which 
accounting has evolved and in the face of the extraordinary diversity of 
pinion amongst the authorities as to many accounting problems,®° 
useful work could be done in comparing and, where possible, reconciling, 
the divergent views. At least, that might be regarded as a first step in 
the re-examination of accounting theory. 

Other material is to be found in the published financial statements of 

2. George D. Bailey, a member of the Committee of the American Institute of 
Accountants on Accounting Procedure, Journal of Accountancy, July, 1940. 

30. For examples of highly controversial accounting problems, see C. H. Scovell: 
Interest as a Cost. H. R. Hatfield: “What they say about Depreciation,” The Accounting 


Review, March, 1936. Gilman: Accounting Concepts of Profit, Chaps. 12-15. A. A. Fitzgerald: 
‘Accounting Terminology,” Proceedings of the Australasian Congress on Accounting, 1936. 
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public companies, which are secondary data, subject to all the limit. 
tions of such data for the purposes of specific investigations. It js 
significant that most of the research based on published financial state. 
ments so far has served to demonstrate the defects of such material 
rather than its usefulness. 

The most valuable materials of all are in the private records of 
individual businesses. That this vast source of material can be tapped 
by the questionnaire method has been shown by the co-operative efforts 
of the N.A.C.A. and, to a more limited extent, of the Accounting 
Research Association. But a word of warning is necessary here also, 
Those who are prepared to co-operate by releasing information ar 
generally those who have the best accounting records and who have 
given the closest thought to their accounting practices. So the results of 
this sampling by questionnaire studies may not throw much light o 
normal practice. Rather it may tend to disclose only the best current 
practice. Thus, published accounts are general purpose statements 
which it may be dangerous to use for special purposes such as economic 
research, and those private records which can be obtained are probably 
biased in the statistical sense. 

Finally, there is the special difficulty of the lack of skilled researc 
workers. The training of accounting research workers is bound w 
in the general question of education for the profession. Something 
more than training in accounting practice is needed. In particular, the 
scope of the accountant’s educational curriculum should be widened 
to include courses in economics and statistical methods at least. 


VII. Tue Position 1n AUSTRALIA 


The establishment of this Annual Lectureship is the modest beginning 
in Australia of what it is hoped will be an awakening of interest in 
accounting research comparable with that which has taken place in 
England and the United States of America. 

The kinds of research that are being done in those countries are 
needed in Australia also. Many of the specific questions which ar 
being investigated there could be examined in Australia by similar 
methods. 

One particularly urgent need in Australia is research into the 
accounting methods of public business, as carried on by Government 
Departments, Boards, Commissions, Trusts and Local Governing bodies 
A thorough examination of the practices in dealing with depreciation 
of the properties controlled by these bodies would alone provide work for 
all the research workers that are likely to be available for years to come 

The Institute and the University have made a start in the encourage 
ment of accounting research in Australia by the establishment of this 
lectureship. It was a happy thought that they should have been # 
associated, for the co-operation of the Institutes and the Universities 
has been a striking feature of the most promising of the oversei 
essays in research. 

The Universities and the Institutes are each concerned with educatiot 
for business, of which education for accountancy is part. Accountancy 
research will play an important role in the education of the accountants 
of the future, and, to paraphrase John Bauer,®! “The kind of research 
that can be done by accountants depends upon the kind of education 
they receive, but the kind of education that is possible depends upo 
the kind and quality of the research that is done.” 


81. Encyclopaedia of the Social Sciences, Vol. I, p. 404. 
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Forged Share Certificates and Transfers 
By D. CLaupEe RosBertson 


The Companies Acts provide that a certificate under the common 
seal of the company specifying any shares held by any member is prima 
facie evidence of the title of the member to the shares. Such a certificate 
must be completed and be available for delivery within two months after 
the allotment of any shares, or within that period after the date of 
lodgment with the company of a valid transfer of any shares. 

Table A, Cl. 4, provides that every person whose name is entered 
asa member in the register of members is entitled (without payment) to 
a certificate under the company’s seal specifying the share or shares 
held by him and the amount paid up thereon. A person is not entitled 
toa share certificate until his name is entered on the register of members. 
He may have agreed to become a member, but until entry of his name 
in the register, he is not “a member” within the meaning of the Com- 
panies Acts. The company is under a statutory obligation to complete 
the relevant share certificates within the prescribed period and have 
them ready for delivery, but is not bound actually to deliver them to 
persons entitled thereto as members until demand. “A member may 
not need a certificate. He may be content to be on the register and 
remain a shareholder”—Ardlethan Options Ltd. v. Easdown, (1915) 
20 C.L.R., at p. 284, but shareholders can more readily deal with their 
shares in the market, if they can at once show a marketable title. The 
company is not bound at its peril to “follow every shareholder,” and 
see that he gets the certificate personally, after allotment, transfer or 
payment of calls. The article must be reasonably construed and a demand 
isnecessary by a person who is a member. 

What is the effect of such a certificate when issued by a company? 
A person, who accepted it in good faith, is entitled to assume that the 
company has made a representation that the person named therein is a 
shareholder in respect of the specified number of shares and that the 
shares are paid up to the extent stated in the certificate, and that the 
company has issued it with the intention that it may be used and acted 
upon in the sale, transfer or other lawful transactions with the shares, 
or any part thereof. Generally speaking, the company will be estopped 
from denying the title to the shares of the shareholder named in the 
certificate, which the company has issued in due course. In every case, 
the initial question to be asked and answered is—Is the certificate one 
which, on the evidence, has been sealed in such circumstances that it 
must be held to have been duly sealed on the company’s behalf, per 
Clauson, J., in South London Greyhound Racecourse Ltd. v. Wake, 
(1931) 1 Ch., at p. 507. If that question cannot be answered in the 
afirmative, a certificate of shares purporting to have been issued by the 
company would not be binding upon it. The fact that it has emanated 
from the company’s office and is “sent forth by its author from the place 
of its origin cannot give it an efficacy which it does not intrinsically 
possess.” (Ruben v. Great Fingall Consolidated Ltd., (1906) A.C. 439, 
at p. 444, 

A false certificate of itself gives rise to no cause of action and it is 
pointed out in In re Ottos Kopje Diamond Mimes Ltd., (1893) 1 Ch. 
628, that there is no privity at all between a company and a transferee 
of shares. A third party who sues a company for loss or damage must 
show that the representation contained in the share certificate was either 
iraudulent, that is, to the knowledge of the company, or any of its 
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officers within the scope of their authority, express or implied, or (a) 
there was a duty on the part of the company towards the transferee, or; 
contract at common law to make the representation good (breach ¢ 
warranty). A share certificate is not like a promissory note; it does ng 
transfer a chose in action, it is only a representation. 

Its liability arises by estoppel, if these conditions are satisfied. | 
must be shown— 

1. That the certificate was intended to be acted upon by the person 

to whom it was shown. 

2. That in the circumstances the company was estopped from denying 

the truth as against that person of what the certificate contained, 
e.g., where the certificate is acted upon to his detriment, or wher 
a person has accepted a share certificate, which the company sub- 
sequently repudiates, when it is too late to get redress against the 
actual wrongdoer (Dixon v. Kennaway, (1900) 1 Ch. 833). 

3. That the company is in no better position than if the statements in 

the certificates were true. 

4. That, in the circumstances, the company is obliged to act as if the 

title certified was in fact a good one. 

However, the company is not liable until it does something it ought 
not to have done or omits to do something which it ought to have done: 
in other words, if the company registers another person as a member 
without the sanction of the named shareholder, or refuses to register 
a transfer from such shareholder. 


ForGep CERTIFICATES 

No estoppel can arise where the seal of the company is affixed without 
authority of the company. A forged certificate is a pure nullity and the 
doctrine that investigation is unnecessary in respect of conditions regu- 
lating the internal management of the company has no application in the 
case of a document which is an obvious forgery—Kreditbank Cassel, &. 
v. Schenkers, Ltd., (1927) 1 K.B. 826, in which case a company wa 
held not to be precluded from denying the authority of a person wh 
purported to sign bills on its behalf. Usually articles provide that the 
seal of a company cannot properly be affixed to a document so as to 
bind the company, unless it is so affixed under the authority of the board 
of directors and in the presence of one or more directors, and of the 
secretary, or other person. If the authority of the board has not bee 
given, the company would not be liable in respect of any such certificate. 
“Where the impression of a company’s seal has been put upon a 
instrument or other document without any authority of the company, 
it is a forgery,” even although the signature or signatures of a director, 
or directors, thereon is or are genuine. As a general rule, a single 
director has no power to act for the company in the affixing of its sed 
and, for that reason, it may be necessary to inquire whether the formal: 
ties required by the articles have been complied with before he ha 
exercised the power. It is usually a matter for the board and not for: 
director acting alone; its authority is necessary. 

In Ruben’s Case, the signatures of the attesting directors were forged, 
in Wake’s Case, the signature of the attesting director was a trit 
signature and the element of forgery was the affixing of the seal to the 
certificate without authority. The principle of law invoked is identical 
in each case. The seal was not affixed by the company or any authorised 
agent. The person who affixed it did not do so under any proper authority. 
In such circumstances, each certificate was a mere nullity and, that being 
so, “there is nothing in the existence of the certificate to prevent the 
company from setting up the true facts”—“a forged instrument being 
simply null and void.” 
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A secretary has power to deliver share certificates to persons entitled 
to them but he has, as such, no authority to make any representation or 
give a warranty to the effect that the certificate is genuine, or guarantee 
the validity of any document, which is not the deed of the company, 
more especially in cases where he is acting fraudulently for his own 
illegal purposes. 

These observations may raise doubts and affect the confidence of 
gersons who purchase shares, in the validity of certificates which purport 
to have been properly issued under the company’s seal, but there are 
sfeguards, and in case of any uncertainty, application can be made to 
one or more of the directors whose names appear on the certificate. and 
inquiry as to whether the signatures are valid and genuine. 


ForcED TRANSFERS 


A company is supposed to be familiar with the signatures of all its 
members and, as a forged transfer is null and void and of no effect 
in transferring the rights to the company’s shares, it may be liable to its 
sareholders, or third persons, if it should act upon a forged transfer. 
The member whose signature has been forged can compel the company 
to restore his name to the register of members: Sloman v. Bank of 
England, (1845) 14 Sim. 475; Barton v. North Staffordshire Railway 
Co., (1888) 38 Ch. D. 458; McLaughlin v. Daily Telegraph Co., (1904) 
1 C.L.R. 243. However, where the transferee, to whom the company 
has issued a share certificate, has relied on the forged transfer and not 
upon any act of the company, it is not estopped as against the transferee, 
and is entitled to remove his name from the register. The company can 
sue him upon an implied contract with the company that the transfer 
which he had produced to the company for registration was genuine. 

Where the company issues a certificate to B, as transferee, and later 
Btransfers the shares to C, who relies upon the representation contained 
in the certificate issued to B, we have seen that C can successfully raise 
the issue of estoppel as against the company in respect of any damages 
he may have suffered. 

The measure of damages is, as a rule, the value of the shares as at 
the date when the company is guilty of breach of duty. 

The original shareholder is entitled to be placed in the same position 
as if his name had never been removed. This rule will entitle him to 
chim all dividends which have been declared since the registration of a 
lorged transfer. The company’s liability is not in any way affected in 
cases where a shareholder does not reply to a letter advising him that a 
transfer of the shares has been lodged for registration with the com- 
pany. On the other hand, the transferee must refund to the company 
any dividends he may have received whilst his name was on the register, 
but a subsequent purchaser, who has relied upon the share certificate 
issued in respect of the forged transfer, is entitled to retain any dividends 
he has received. 

A company, which has issued a certificate in respect of a transfer 
lodged by a sharebroker, has a claim against him, where it is proved 
that the signature of the transferor had been forged. The liability of the 
carebroker arises ex contractu upon an implied warranty of genuine- 
tess of the transfer. 

Where a company’s secretary has suspicions that forgery has taken 
place, he should bring that fact under the notice of his directors, who 
should deal with the matter immediately and, if satisfied that the signa- 
lure is not genuine, instruct the secretary to inform the transferee that 
tis name will be removed from the register of members and demand 


) 
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from him a return of the share certificate, if one has been issued, and any 
dividends already paid. “The company need not register a person as; 
member under a transfer of shares of which they have any doubt, by 
can leave the transferee to come to the court and make out his title” 
That course of procedure will relieve it of any loss which might other. 
wise arise, if the transfer is shown to be fraudulent. 

A customer of a bank may leave with it a transfer of shares in the 
name of another person. If it is proved that the transfer had beep 
forged, no title thereto will be conferred upon the bank. On the other 
hand, a certificate for shares in a company with a transfer endorse 
thereon or attached may be completed by the owner himself in which 
case, even prior to registration, the bank would be secure, as it would 
have an absolute unconditional right to be registered and no objection 
could be raised by the owner. If, however, the transfer has been com- 
pleted by a person in a fiduciary relation and not as the beneficial owner, 
the bank acquires no rights unless it takes (a) bone fide; (b) for value, 
and (c) acquires the legal estate: Bentinck v. London Joint Stock Bank, 
(1893) 2 Ch. 120. 

TRANSFERS SIGNED IN BLANK 


A transfer of shares may be signed by the transferor without insert- 
ing the name of any transferee. The legal consequences vary, first 
where the shares are transferable only by deed and, secondly, where a 
deed is not required. In the former case, the transfer signed in blank 
does not carry the legal estate and gives no security to an equitable 
mortgagee: Powell v. London and Provincial Bank, (1893) 2 Ch. 555. 
In the latter case, authority is conferred to fill up all necessary blanks, 
and when it is so filled up the document will operate as an effective 
transfer without redelivery—Ireland v. Hart, (1902) 1 Ch. 522, 52, 
but only if in its then condition it purports to carry to any person taking 
it in good faith and for value the full immediate and absolute title to the 
subject-matter. The rights of third parties who may be interested wil 
be protected pending registration of the transfer. The authority to fil 
in the blanks cannot be delegated to another person. 





Legal Decisions of Interest to Accountants 
By J. A. L. Gunn 


PROXIES 
The High Court has affirmed the decision of the New South Wales 
Full Court dealt with in the April, 1940, issue of the Journal at pp. 
180-1. Clifton v. Mount Morgan Lid., 14 A.L.J. 203. 


ALTERATION TO MEMORANDUM OF ASSOCIATION BY SUBSTITUTION Of 
New Osjects CLAUSE 

In Re The Broken Hill Proprietary Co. Ltd. (1940) V.L.R. 333 
Mann, C.J., held that an alteration of the objects of a company, as st 
out in its memorandum of association, which is sought so as to enable 
the company to enlarge the scope of its business and to engage it 
additional business, may be confirmed by the Court, though it involves 
the entire deletion of the original objects’ clause and the substitution 
of a clause containing many new objects covering a very wide and varied 
field of operations 
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An ImporTANT BANKRUPTCY DECISION 


Of considerable interest to accountants is the decision given by the 
High Court of Australia in the case of Armstrong v. Wilkins, 14 
ALJ. 202. 

This case came before the Court upon an appeal from a decision 
of the N.S.W. Supreme Court dismissing an appeal against an adjudi- 
ation by a District Court in an interpleader proceeding. On July 13, 
1939, a debtor executed a deed of assignment of his property to a 
trustee for the benefit of his creditors generally. The fact of the 
execution of the deed by the debtor was communicated to the trustee 
and to certain creditors and was accepted by them. 

On July 15, 1939, at which date the deed had not been registered 
nor assented to by a majority of creditors, in number and value, as 
required by Sec. 193 of the Bankruptcy Act, a writ of execution was 
delivered by a judgment creditor to a bailiff of the District Court, for 
execution against the property of the assignor. 

The trustee in reliance of the deed, made a claim to the property 
of the debtor and notice of this claim was given to the execution creditor. 

An interpleader summons was issued in order to have the District 
Court adjudicate upon the rival claims of the trustee and the execution 
creditor. Judgment was given for the creditor. Upon appeal to the 
Supreme Court it was held, by a majority judgment, that by non- 
compliance with the provisions of Sec. 193 of the Bankruptcy Act 
1924-33 the prior deed of assignment had not come into operation at 
the date when the writ of execution was delivered to the Bailiff and 
that therefore the appeal should be dismissed. The trustee was granted 


special leave to appeal to the High Court which unanimously upheld the 
appeal and allowed the trustee’s claim to the goods seized by the 
execution creditor—(Contributed by Mr. P. C. Lang.) 


CONTRACTS OF PERSONAL SERVICE 


It is a general rule that contracts of personal service contemplate 
that the person employed has been selected with reference to his 
individual skill, competency or other qualification, and it is therefore of 
the essence of the contract that the contracting party is entitled to 
personal performance, and, in default thereof, is entitled to treat the 
ntract as at an end. 

By reason of the above rule, it has been said that contracts of 
personal service are not assignable, and the House of Lords has 
preently. held (by majority) that the assignment of contracts of personal 
“tvice is not included in a general assignment of all the property of a 
company about to be dissolved to a new company formed for the 
purpose of taking over the business of that company. Nokes v. Don- 
caster Amalgamated Collieries Ltd. (1940) 3 All E.R. 549. The above 
ad other recent decisions on the subject of contracts of personal 
“tvice will be discussed in an article by Mr. A. B. Samuelson, Lt.x., 
nthe December, 1940, issue of the journal. 


ASSIGNMENT OF DestTs 
, creditor placed the following notice upon its invoices by means 


‘fa rubber stamp: “To facilitate our accounting and banking arrange- 
ments, it has been agreed that this invoice be transferred to and 
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payment in London funds should be made to James Talcott Ltd 
Errors in this invoice must be notified to James Talcott Ltd. imme. 
diately.” The debtor ignored this notice, and paid the creditor. Th 
assignee of the debt then sued the debtor for payment of the sum 
alleged to be assigned. Held (by majority of the English Court of 
Appeal) that the language of the notice was not sufficiently plain tp 
give the creditor to understand that the debt had been assigned to, 
third party, and the debtor was not liable to pay the money again to 
the assignee. James Talcott Ltd. v. John Lewis & Co. Ltd., and North 
American Dress Co. Ltd. (1940) 3 All E.R. 592. 


Court Cannot Rectiry ARTICLES OF ASSOCIATION 


Three brothers were the registered holders of all the shares in a 
English private company. They were also the directors of the company 
and the signatories of the articles of association. One of the brothers 
died, and his widow was his sole executrix. She claimed that she wa 
entitled to have her name entered on the register of members, as holder 
of his shares. The surviving brothers claimed that they were entitle 
to acquire the shares at par, or, alternatively, rectification of the articles 
so as to give them that right. Article 11 provided that no share 
should be transferred to a person who was not a member, and Article 
18 provided that all ordinary shares of a deceased member should le 
offered to the principal shareholders. 

The English Court of Appeal held (Scott v. Frank F. Scott (London) 
Ltd (1940) 3 All E.R. 508) :-— 

(i) Upon the proper construction of the articles of association, the 
widow was entitled to be registered as the holder of the ordinay 
shares standing in the name of the deceased brother. 

(ii) The Court has no jurisdiction to rectify articles of association, 
even if it is proved that they do not accord with the intention of 
the signatories at the time they were entered into. 

The first point is one of construction only. The second point raise 
a question which was before the English Courts some 40 years ago 
(Evans v. Chapman (1902) 86 L.T. 381) but has not been tested since. 
The longstanding decision of Joyce, J., has now been approved by the 
English Court of Appeal, and it is confirmed that the statutory pro 
vision for alteration ousts the ordinary jurisdiction of the Court to 
rectify documents. “During the argument, it was urged by couns! 
for the defendants that considerable hardship might result unless afi 
power to rectify existed, and to support this view he postulated si 
hypothetical case in which the articles of a company provided by mistake, 
that the preference shares should carry a fixed dividend of 70 per cent 
instead of 7 per cent., the “0” having been inserted owing to a clerical 
error, and the shareholders who controlled more than one-fourth of 
the voting power opposed the passing of any special resolution 
rectify the mistake. It was argued that in such a case the hardship 
on the ordinary shareholder must be capable of remedy by rectificatior. 
We think that the short answer to such a case is that the propmg 
remedy is to petition the Court for an order for the compulsongj; 
winding-up of the company, on the ground that, in the circumstancts, 
it is just and equitable so to do” at pp. 517-8. 
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The Balance Sheet: Its Preparation, 
Presentation and Interpretation 
By H. F. Bett 


(Second Prize, 1940 Essay Competition conducted by the Victorian 
Division of the Commonwealth Accountants’ Students’ Society) 
The tremendous growth of the joint-stock company method of 

business control which has followed the rise of industrialism, has 
cured for accountants admission to the rank of a profession. This 
devation has, however, brought about new and added responsibilities. 
The magnitude and complexity of modern business organizations limit 
the power of executives to ascertain the facts which are indispensible to 
eficient management, and accountancy is the only channel by which they 
an be furnished with these facts. The accountant is now definitely 
etablished as one of the most important factors in modern business 
management, and it may be said that the climax of his function lies in 
the preparation, presentation and interpretation of the balance sheet. 


I. THE PREPARATION OF THE BALANCE SHEET 


A. The “Organisation of Routine.’—The accuracy of the balance 
sheet depends as much on the efficiency of the junior clerk as of the 
acounting head. That is to say, that though a balance sheet may be 
bgically and clearly presented—and skilfully interpreted—it may repre- 
nt a conglomeration of inaccuracies owing to the lack of an efficient 
acounting system. Since it is of prime importance in its possible effects 
m the final accounts, I tabulate, hereunder, the main types of office 
organisation now in general use. These are :— 

(i) The Line or Departmental Organisation enables the responsible 
ificers to concentrate their attention upon a particular division or 


iot, orocess ; but unless the firm is very large complete specialisation within 


ach department is impossible. Co-ordination of department with 
department by a central planning department and a central costing 


ists department is necessary. 


(ii) The Functional Type provides for the recognition of certain 
dearly defined business “functions” or activities, each of which calls for 
yecialised ability and training, and the assignment of each function to 
am executive officer who will be responsible for the proper exercise of 
that function throughout the organisation. 

(iii) The Line and Staff—Under this method a division of labour 
sattempted between the work of organising current accounting opera- 
tons, and the work of thinking ahead and planning improvements in 
‘muethods of procedure. The Line is responsible for current organisation. 
The Staff investigates possible improvements in methods. 


B. The Chart of Accounts.—Classification of the operating state- 
ments may be made upon either a subjective or objective basis. 
Classification based upon the object or function of the account, i.e., 
Functional Classification of Accounts, is to be preferred to classification 
m the subjective basis, which is concerned with the analysis of expen- 
fiture according to the subject of the expenditure. This latter method 
§ not ordinarily informative to the management. The grouping of 

ce sheet accounts should clearly distinguish between the various 
tasses of assets and liabilities. As an illustration a suggested skeleton 
tassification for a life assurance company is submitted :— 
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Assets 


1. Government Securities: 
11. Victorian Inscribed Stock 
12. Savings Bank Stock 
13. Commonwealth of Australia. 
. Mortgages: 
21. Principal Sums 
22. Interest in Arrears. 
. Loans: 
31. On the Company’s Policies 
32. Upon Personal Security. 
. Shares, Stocks and Debentures: 
41. Railway and Other Debentures 
42. Railway Shares—421 (Ordinary) 
422 (Preference) 
43. Debentures of Corporations. 
. Agents’ Balances. 
. Outstanding Premiums. 
. Cash: 
71. On Deposit 
72. In hand and on Current Account. 
Liabilities 
1. Shareholders’ Capital (if any). 
2. Funds and Reserves: 
21. Assurance Funds—211 (Ordinary Branch) 
212 (Industrial Branch) 


22. Annuity Funds 

23. Fidelity Guarantee Fund. 

24. Investment and Contingencies Reserve Funds. 
3. Claims admitted but not paid. 
4. Outstanding Accounts. 


C. Collation and Tabulation of the Data 


(i) The accounting forms should be at once clear and simple, but 
comprehensive to provide all the detail required for subsequent record 
and analysis. 

(ii) The work should be so divided as to permit of a smooth and 
uninterrupted passage of the record through the various stages. 

(iii) The volume of work may be reduced by a physical sorting of 
the evidence records prior to their entry in the books of account. 

(iv) An efficient internal check should be maintained. The slip 
system of ledger-posting provides an illustration of how the risk of 
error in transcription records from one stage to another, may be 
diminished by simultaneously preparing originating entries and copies 
thereof required for classification in the accounts. 

(v) The introduction of modern accounting devices such as filing 
systems, card ledgers, and loose-leaf ledgers may make for greater 
efficiency. The principle of self-balancing ledgers is of undoubted 
value in the case of firms carrying a large number of accounts. 

(vi) Though even to-day we still hear mutterings of a “Luddite” 
flavour against the invention of labour-displacing machinery, there are 
few, I think, of those acquainted with the facts, who will deny the 
advantages to be derived from an efficient use of machine accounting. 
Greater speed, accuracy, and clarity are but a few. 
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II. THE PRESENTATION OF THE BALANCE SHEET 


A. The Problem of Valuation 

(i) The accepted accountancy principle is that current assets shall 
be revalued periodically, whilst fixed assets shall remain in the books 
at cost price; subject to the provision of such depreciation, as is neces- 
sary to charge against current profits a proper proportion of original 
cost of the fixed asset partly used up in the earning of profits. The 
justification of this principle is well stated by Mr. P. D. Leake in his 
work, Balance Sheet Values; he says: “Balance sheet values should be 
strictly confined to true going-concern values. . . . If all the assets 
and liabilities are stated at their true going-concern values, the balance 
sheet will show the nearest possible approximations both to the appro- 
priate value of the capital, and to the amount of the profit or loss arising 
within the year or other accounting period then ended.” 

(ii) Stocks or inventories should, in normal times and circumstances, 
be valued at cost price or replacement price, whichever is the lower. In 
times when violent fluctuations in cost and/or selling prices are taking 
place, the normal rule may produce misleading results. When the 
market is declining, valuations usually are too high, even though written 
down to market at date of the balance sheet. We are indebted to the 
American Institute of Accountants for focusing attention upon two 
accounting methods of solving this problem. There is the “last-in, 
first-out method,” under which the last lot purchased is regarded as 
being the first lot sold or issued to production. Commencing stocks 
are first taken at a “conservative or reasonable figure.” Of the “base- 
stock method” the Institute stated: “Whereas the principle of cost or 
market, whichever is lower (with cost determination on the first-in, 
first-out basis, or possibly on that of averaged costs) accomplishes its 
objective of a conservative inventory valuation from a short term view- 
point, the basic method, in theory, looks to the longer economic cycle, 
and the eventual return of a low price level after a high price level 
interim.” Under this method stocks in excess of a “basic minimum” 
are charged into costs and valued for balance sheet purposes at current 
replacement price. 


B. The Form of the Balance Sheet 

(i) Arrangement.—The English Companies Act of 1862 seems to 
have been responsible for fixing the present form of the balance sheet. 
The English practice of placing the liabilities on the debit or left-hand 
side, and the assets on the credit or right-hand side, is apparently due 
toa mistaken conception of the balance sheet as a “balance account.” 
The American practice is exactly the reverse, and though the subject 
is a controversial one, this form may be said to be more technically 
correct than that used in England (and, of course, here in Australia). 

(ii) Terminology—Not only upon the form, but also upon the 
tomenclature of the balance sheet, there has raged a protracted and, 
at times, acute controversy. The headings “Assets” and “Liabilities” 
have evoked much criticism. Can such items as reserves, sinking funds, 
preliminary expenses, income received in advance, be so classed? Many 
«countants omit the headings altogether. The suggested headings: 
Capital, Reserves, and Liabilities: Property, Assets and Expenditure, 
will fall short of exactness. The terms: Liabilities and Sundry Credit 
Balances : Assets and Sundry Debit Balances, would be nearer the mark; 
while the headings: Ledger Credits, Ledger Debits, would be exact 
designations, but not very explanatory. Generally, however, the current 
tendency may be said to be the evolution of a better accounting termino- 
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logy. Common changes now to be observed, include the substitution jp ( 
certain cases of the term “provision” in place of that ambiguous word § sub 
“reserve,” the replacement of the term “floating assets” by the designation ( 
“current assets,” and so on. The surplus of the total assets over the total J she 
liabilities represents the proprietorship interest, or capital invested in the J inte 
business, and this may be quite well termed “Shareholders’ Funds” or 
“Net Worth.” The descriptiveness of the terminology serves to remind P 
of the elementary equation upon which the balance sheet is based— the 
Net Worth = Assets — Liabilities. stat 
C.. Tabular Balance Sheets for 
But while these controversies serve to keep us in touch with the J dete 
current philosophies of our profession, is not there a tendency for us 1, 
to overlook the real issues? After all, what is the accountant’s true 2. 
purpose? “Form or Information?” asks Mr. A. A. Fitzgerald per- 3. 
tinently. “There is no valid reason,” says Mr. R. Adamson, “why a 4. 
balance sheet should have sides at all.” By presenting a balance sheet If 
in tabular form a much better display can be effected, and a great deal § othe 
more information given :— 5. 
Comparative Balance Sheet ; 
As at 30th June 8 
Assets 1938 1939 U 
EE Or £1,400 “ 
Book Debts (net) .. .. .. .. .. -. +. 1,170 2,894 poe 
Total bec (SEP cea £4,294 =f 
TE Ss te 2 staat Sake a Spl ae! aa 4,16 Bry 
Total Current Assets .. .. 6. 6... 0. ee £856) BrP 
Fixed Assets a ae eae 17,200 1 
Goodwill . - Re aaa ane oe 4,000 4,000 ~~. 
Deferred Charges Bete Tage Shag SPR ae 510 Nil 
Total Assets .. .. £30,620 £29,700 
Liabilities 2. 
CO as as. tn as, +e xs oe oe «© £2,000 
ED oo 66n oe ne a6 te 46 we ee 8 750 1,200 
pees WOE TM nw ck nc oc tees os 600 450 , 
SU PE os os ne be oe oe ae oe. se £3,650 
Debentures .. aa Ge aad a a kaa) 12,000 
Total Liabilities .. £14,850 £15,650 4. 
a ere a 10,000 
Dividend Equalization Reserve .. .. .. .. .. 1,500 1,500 
I ee oe, ot ok te aw ek Re 4,270 2,610 5. 
Net Worth .. .. .. .. £15,770 £14,110 
Total Liabilities and Capital .. .. .. .. .. £30,620 £29,700 6. 
D. Holding Companies 
The presentation of a balance sheet of a holding company involves 7. 





considerable difficulties. Under the Victorian Companies Act (1938) 
a holding company must annex to its balance sheet either :— 
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(i) A separate profit and loss account and balance sheet of each 
subsidiary, or 

(ii) A consolidated profit and loss account and consolidated balance 
sheet of the holding company and its subsidiaries—eliminating all 
inter-company transactions. 

III. THE INTERPRETATION OF THE BALANCE SHEET 

Perhaps the greatest service which the accountant can render to 
the administration is in the analysis and interpretation of the financial 
statement. Variations in figures are of little value, unless the reason 
for the variation can be seen. Four ratios which are of value in 
determining the financial position of a business are :— 

1. Quick or Liquid Assets to Current Liabilities. 

2. Current Assets to Current Liabilities. 

3. Net Worth to Fixed Assets. 

4. Net Worth to Total Liabilities. 

If we have available the annual sales totals we may deduce four 
other useful ratios. These are :— 

5. Net Sales to Sundry Debtors and Bills Receivable. 

6. Net Sales to Fixed Assets. 

7. Net Sales to Average Stock, 

8. Net Sales to Net Worth. 

Under-capitalisation may be gauged from ratios 3 and 4; while 
over-capitalization may be judged from ratios 6 and 3. Excessive 
credit to customers may be indicated by ratios 5 and 1. Over-stocking 
may be ascertained from ratios 1 and 2; while insufficiency of sales 
will be disclosed by ratios 8 and 6. 

The variations having been thus located in broad divisions, the all- 


important matter is to find the reasons or causes behind the variations. 
Let us consider some of the items in detail :— 

1. Increases in Quick Assets or Negotiable Securities may be due 
to— 


(a) Investment of surplus capital which may be required later 
as business expands. 
(b) The investment of provisions and reserves. 
. Increases in Sundry Debtors may be due to— 
(a) Increase in annual sales. 
(b) Difficulty or bad supervision of collection. 
(c) Excessive granting of credit. 
. Increases in Bills Receivable may indicate— 
(a) Financial stringency. 
(b) Alteration of practice. 
(c) Increased turnover. 
. Stock Variations may result from— 
(a) Price variations. 
(b) Variations in sales. 
(c) Inefficient supervision in buying. 
. Increases in Fixed Assets may indicate— 
(a) A revaluation. 
(b) That the expenditure has been unproductive, if it is not 
accompanied by increased sales or reduced costs. 
. Increases in Sundry Creditors may be due to— 
(a) Inadequacy of quick assets. 
(b) Increased production or turnover. 
. Increases in Deferred Liabilities may result from— 
(a) Additions to fixed assets. 
(b) The necessity of borrowing to meet current liabilities. 
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The scope of the business should in all cases be determined by the 
capital available. Purchases should be limited by the capacity to pay, 
and sales by capacity to wait for proceeds. The presence of large 
cash balances not earning income and not immediately required have 
the effect of reducing the ratio of profit to capital. Of paramount 
importance is the enquiry into this rate of profit to invested capital, 
Fluctuations should be enquired into with a view to their explanation 
by general or exceptional variations in trading conditions. 

The preparation of the balance sheet is the ultimate goal of the 
accounting staff. Its presentation is a legal privilege, which share- 
holders of limited companies may demand; while its interpretation 
provides executives with a barometer of their management. In short, 
the balance sheet is to-day the most important document which an 
account is called upon to compile. And so it is likely to remain. 





The Share of a Partner 
By P. HoskIn, F.I1.c.A. 


The share of a partner has been defined as being his proportion of 
the assets of the firm after they have been realised and converted into 
money, and all the debts and liabilities of the firm discharged thereout. 
It must be admitted that the definition does sum up the whole affair— 
in the final analysis. It is then that the true value of goodwill emerges 
—what it fetches! From another angle, the share of a partner is his 
interest in the profits of the firm and, unless otherwise agreed, that is 
an equal share with the other partner or partners. This is by far the 
more usual meaning to most of us, I suppose. We may say: “Brown 
has a half-share in his firm”—meaning, generally, that he gets half the 
profits and bears half the losses. His share of the assets does not seem 
so important at this stage because the firm is a going concern. When the 
firm winds up, however, that aspect becomes all-important. 

We can often derive profit from the careful consideration of simple 
problems. Let us spend a little time on the subject, based on the 
following question—adapted from the intermediate examination of a 
year ago:— 

A and B are equal partners and the following is the balance sheet 
of the firm— 


Liabilities Assets 


Current .. .. .. £15,500 (5 es ee 
Capital— ee 
aaa re Ot— 
ee 


~<a 8, 


£23,500 


They sell C a one-third interest for £10,000 cash. Show the balance 
sheet of the new firm, A, B & C. 

Now, what sort of an interest or share does C get? Is it a third of 
the assets, or a third of the profits, or a third of both? We know that, 
in the actual case, the whole matter would be set out in writing so clearly 
as to be beyond doubt. Often, in practice, one partner may have a large 
profit-share and a small capital-share ; another partner may have a large 
interest in capital but a small share in profits. These unequal contribu- 
tions of wealth and exertion are counter-balanced, as it were, by the 
different shares in net income after (almost invariably) reasonable 
interest on wealth has been taken into account. Picture a firm, X and 
Y. X puts in wealth, £10,000; Y contributes £1,000. X does not devote 
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y the a great deal of time to the firm. Y is a worker and does most of the 
pay, ff firm’s business. Each is useful to the other, and both get along splen- 
large i didly. X is content with one-quarter of the profits; Y gets three- 






have fj quarters. This tends to equalise their unequal exertions. Interest 







ount J on capital at (say) 4% p.a. equalises their financial sacrifices to the 
pital. ff business. The profits of the firm for a year amount to £2,000, before 
ation ff interest is taken into account. The net profit is therefore £2,000 minus 






£440, equalling £1,560. 


Xthus gets: 4 of £1,560 . sai ithe adh naban £390 
Interest on his £10,000 @ ‘4% eee 400 






the 








Td aaa. 0b 
tion By takes: 9 of £1,560 . ne heiece Tae 
iort, Interest on his £1,000 @ 4%... ...... .. 40 






































1 an icine 
If there were no interest on capital, X would receive £500 and Y 
£1,500. We can see the justice of interest in this case. Let us consider 
dissolution. If the assets of the firm realise £15,000, out of which 
creditors are paid £3,000, then X will take £10,250 and Y £1,750. Thus 
1 of We see what their shares really are, in the long run. 
into But let us tackle the problem of A, B & C. C’s £10,000 may be treated 
out. mat least three ways, as may be seen by the following entries in journal- 
‘r— § orm :— 
semper 1 
BSS Bi bank . en es .. «Dr. £10,000 
his # To Capital C .. .  & £10,000 
t is @ money introduced as capital for a one-third share of 
the profits of the firm. 
wn PLAN 2 
the a Pais a dea aaa Tee ak aie ak aa Dr. £10,000 
I ca: cd. cl ke 6d Ge ae. GO “hn! Oe Cr. £2,000 
“em I oe) ng Ae ae ga Gi 8 £2,000 
the _- ae sa £6,000 
money introduced for one-third of the present entire 
ple capital of the firm, and for one-third of the profits. 
the PLAN 3 
NE ihe 555)" oar vk Sas cas ae, Sele! Ba ae a Dr. £12,000 
eae ~ £6,000 
, Cae BB .. . _ £6,000 
eet  2set now brought into the accounts to equalise all 
oven shares in <a. 
Bank . ae a si, ie le. ail Dr. £10,000 
| To Capital , Cr. £10,000 
| money contributed by the new partner to give him 
one-third of the present entire capital of the firm and 
one-third of the profits. 
Partners’ capital-shares will then become :— 
lan A B C Total 
Oe a ellie tak ata Sere. lee i £4,000 £4,000 £10,000 £18,000 
a. cles taal, Sika. debi acae ela + Al ies 6,000 6,000 6,000 18,000 






10,000 10,000 10,000 30,000 

Lat us suppose that the profit for the first year of the firm of A, B & C 

is £6,000, before allowing interest on capital @ 4% p.a., such being 

chargeable according to the agreement. Partners’ shares in net profit 
may be calculated thus :— 







ly 







NEE ee | rn a 
ge Deduct—Interest .. .. .. .. .. 720 
u- 

he Net Profit .. 








Profit .. . a Pe ee ee 
Deduct—Interest Sia alec ‘ 


ET ee a 
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Distribution— 
Plan 


Details A B G Total 

£ £ £ f 
<0? ok * Ge de) Od 0 ke 1,760 1,760 1,760 5,280 
Interest . Li abi ea 160 160 400 70 


DN is ake! tia ek salty dee (an 1,920 1,920 2,160 6,000 
I is ein Soni 05 Math: dea 1,760 1,760 1,760 5,280 
DE Ga ac as Ga ae, aH 240 240 240 70 
Gar hd. fads Hes ae dak 2,000 2,000 2,000 6,000 


nai ehh S, ee 1,600 1,600 1,600 4,800 
SE ee die) wh, <4: thee 400 400 400 1,200 


ES aT ee ae ee 2,000 2,000 2,000 6,000 


Under the first plan, C’s additional wealth is remunerated by the 
interest. In the other two cases, interest on capital might just as well 
be disregarded. If partners’ shares in capital are in the same ratio as 
their shares in profit, interest on capital is obviously unnecessary. 

But what of dissolution? Suppose that the assets are all sold and 
the money got in, that all creditors are paid, and that £15,000 stands in 
the firm’s bank. Shares of partners (in the sense of their interests in 
assets) become :— 

Plan Details £ £ 


B. ‘GRRE GEE nc cs 00 os 4,000 18,000 
1/3 loss on realisation .. .. 1,000 000 3,00 


ee eae 3,000 15,00 


Crteieel capital .. ... 2+ 0 6,000 18,00 
1/3 loss on realisation .. .. 1,000 3,000 


0 OS a a ee 5,000 15,000 


2 ee 10,000 30,000 
1/3 loss on realisation .. .. 5,000 000 000 15,00 


| eee ee 5,000 15,000 


(The foregoing is compiled on the assumption that all current account balances 
had been withdrawn on balance date.) 

Under plan 1, we note an equitable return to the partners based on 
their cash contributions. Naturally, plans 2 and 3 give the same result 
as each other. The larger loss in plan 3 is due to the failure of goodwill 
to materialise. 

Our brief survey leads us to a consideration of goodwill as a factor in 
the share of a partner. Some American humorist once said: “Where 
there’s a will, there’s a court case.” We might say much the same about 
goodwill, that elusive and provocative “asset.” It is of very little 
accounting importance while the firm operates, but on the retirement 
of a partner, or the admission of a new member, it often carries con- 
siderable weight. As mentioned before, the real test of value is what 
it fetches on a complete and final dissolution. However, we can profit- 
ably study another simple problem—based on a type of question com- 
monly set in the intermediate examinations. 

The following is the balance sheet of D and E, who are partners 
sharing profits equally. 

Liabilsties Assets 

Ge cc os oe acts a SE Current .. .. .. .. .. .. £6,000 

Capital— eas ok aa ice sha 
ks +2 ae. wes 

De ss és us ee 
—— 5,000 

£9,000 £9,000 


— 
































artners 


£6,000 
3,000 
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They admit F for a one-third share in profits on his paying £3,000 
as capital and £1,000 for one-third of the goodwill. Show a balance 
sheet for the new firm D, E & F. 

Two methods are always open to us. The following entries in 
journal-form will demonstrate them :— 


First— 
Bank Se aces Mat en ian ened, aba ee ae Dr. £4,000 
is 35 Cr. 


for £3,000 capital brought in by F and £1,000 paid by 
him for goodwill. 
Secondly — 
Sst Sa. 4k ws 3% as: ba eh 

To Capital D .. .. = 

A Ie a Oe eae 
raising goodwill at its full value as agreed (£1,000 x 3). 


To Capital F .. 0. 0s ce oe ce oe 0e oe oe 0s 
for cash introduced by F—£3,000 as capital and £1,000 
for his third of goodwill. 
Balance sheets under the two methods may be shown thus :— 


BALANCE SHEET OF D, E & F 


Liabilities Assets 
Ist 2nd Ist 
Method Method Method 
£4,000 £4,000 Current ........ £6,000 
Add—Bank .... 4,000 
3,500 4,500 


2,500 3,500 Total .. .. .. £10,000 
3,000 4,000 i, eee 
Goodwill .. .. .. — 


£13,000 _—« £16,000 £13,000 


Either solution would be correct and, as a matter of fact, provided 
interest is allowed on capital, the two methods produce the same result. 
Let us prove this by distributing income of the firm amounting to 
£1,200 (prior to calculation of interest on capital at 4% per annum). 

















FIRST METHOD 
Deduct—Interest on Capital @ 4% p.a. oe por a 
eaten 


Dh Gas Gt wie ate 

Division D 
3 of Net Profit... .......... £280 
Interest on Capital .. .. .. 2 2+ os 140 


Total to each Partner .. .. .. .. .. £420 








SECOND METHOD 


EE Ee SPs eee a aS Se A A Ree ee. Om 
Deduct—Interest on Capital @ 4% paa. > at oe 
Siler acne at 
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Division D E F Total 
SS eae £240 £240 £240 £70) 
Interest on Capital .. .. .. .. .. .. 180 140 160 48) 


Total to each Partner .. .. .. .. .. £420 £380 £400 £1, 
Next, let us consider a dissolution and a complete winding-up of the 
firm’s business, drawing or current accounts having been paid off. The 


assets realise £12,400, creditors are discharged in full, and £840) 
remains. Capital accounts may be shown thus :— 


FIRST METHOD 








D E F 
Balance of capital account .. .. .. .. £3,500 £2,500 £3,000 
Deduct 1/3 loss on realisation .. .. .. 200 200 200 


ee ND 6 xa 4a 06 ne. es.:00i00:, J £2,300 £2,800 
SECOND METHOD 








D E F 
Balance of capital account .. .. .. .. £4,500 £3,500 £4,000 
Deduct 1/3 loss on realisation .. .. .. 1,200 1,200 1,200 


TO be dc ee ee ss 2S £2,300 £2,800 


Thus, provided interest on capital is agreed upon, profit-shares of the 
partners are the same under both methods. On a winding-up, capital 
shares are the same, whichever method of accounting is adopted at the 
outset. 

These simple problems can be made to supply worth-while knowledge, 
helping us in examinations, and giving us the confidence that comes from 
knowing the practical effect of a theoretical and rather mechanical aspect 
of accounting. The legal side is admirably explained in Stevens, The 
Elements of Mercantile Law, from which the definition was taken. We 
should be careful in our choice of words when speaking of the share of a 
partner. Perhaps the terms “profit-share” and “capital-share” are 
useful in the interest of clarity. 











Book Review 


The Incidence of Overhead Costs: J. Maurice Clark. Accountants 
Publishing Company Limited, Melbourne, 1940. Pp. 264. Price 
10/-. , 

This text is the reprint in Australia of the first twelve chapters of the 
author’s Studies in the Economics of Overhead Costs first published by 
the University of Chicago Press in 1923. 

The author takes the proposition that the proof of whether or not 
any economic undertaking, such as a private business or public utility 
undertaking, is self-sustaining is its ability to balance value received 
for its products or services against the cost of making the goods or 
rendering the services and points out that, whereas some costs can k® 
traced home to a particular activity in a direct and obvious way, there 
are others that cannot be so applied, and it is to these untraceable costs 
that he applied the term “overhead costs.” These untraceable costs 
have another characteristic in that an increase or decrease in output of 
activity does not involve a proportionate increase or decrease in total 
cost. 

He points out that Society may be carrying costs which ought to be fii 
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art of the costs of a particular industry or business but it is with his dis- 
cussions on the overhead costs of a particular industry that the 
acountant is mostly concerned by the nature of his work. 

In a particular undertaking, the endeavour to balance value and cost 
is extended to all the activities which make up the operations of the 
undertaking as a whole, e.g. jobs, processes, contracts, departments, etc., 
and the apportionment of total cost to these units of activity must 
involve some part of the cost being apportioned on arbitrary bases. 
Cost accounting has devoted much attention to the search for equitable 
tases but the author’s ideas of equity are interesting and illuminating. 
He submits, with complete justification in the opinion of the reviewer, 
that in the final analysis the acceptance of a new activity or the discarding 
of an existing activity depends upon the effect of such a step on the 
otal profit or loss of the undertaking. 

The author stipulates that the “financial” accountant’s concept of cost 
is legitimate for the purpose of computing net profits available for 
dividends but that the cost accountant must adopt other concepts of cost 
propriate to the purposes of his enquiries. He therefore devotes a 
substantial part of his work to an excellent discussion of the general 
ideas of cost, the different classes of costs, and the purpose for which 
ach is required. 

From his discussions, there emerges the important fact that the 
apportionment of overhead costs to particular units of activity must, in 
the final analysis, be directed to the earning of the maximum profit 
through the maximum utilisation of the resources of the undertaking 
and that the “ability to pay” theory must play a prominent part in 
sich apportionments. As the proportion of overhead costs to traceable 
wsts increases, the “ability to pay” theory becomes more important, and 
greater need arises for price discrimination between purchasers of 
similar goods or services, the only limit being the possibility of the 
producer “spoiling his market.” 

Professor Clark insists that, whilst the cost accountant may use 
data gathered from financial accounts for some of his purposes, “cost 
counting does need to develop greater freedom from the habits and 
standards of financial accounting,” and goes on to say that “perhaps it 
may develop into something which will not be accounting at all, but 
rather cost statistics and cost analysis.”” A reading of this book and par- 
ticularly the concluding chapter which summarises the functions and 
nethods of cost accounting places his assertion beyond dispute. 

The author, who writes from the detached viewpoint of a Professor 
if Political Economy, has attacked one of the major problems, if not 
the central problem, in cost accounting and he does it with thoroughness 
and ability which ought to meet with the gratitude of all cost accountants. 
To those who are in danger of being drowned in a flood of ruled forms, 
tere is a life-belt! L. A. SCHUMER. 





The Abolition of State Parliaments 


‘Synopsis of a lecture delivered to the Commonwealth Institute of 
Accountants, Sydney, by Professor F. A. Bland, M.A., Lv.B., Professor 
of Public Administration, University of Sydney.) 


The idea of abolishing State Parliaments has gained a degree of 
Mirrency in this State, but it is doubtful whether many of the advocates 
"such a step have attempted to work out the implications involved. 





208 THE AUSTRALIAN ACCOUNTANT 


Last year, the motive force came from the increase in State taxatij 
and it was contended that if we abolished State Parliaments we coq 
escape the increased taxation. This year, the drive comes from ft 
who are dissatisfied with the manner in which the Government! 
organising its war effort, and it is held that the abolition of 
Parliaments would give the Commonwealth a free hand in its utilisati 
of all resources for the purposes of the war. And in general, there 
feeling of frustration because of the difficulty of securing co-operati 
between the Commonwealth and State Governments, and one of irritat 
over the duplication of effort, of taxation, and industrial legislat 
It is argued that we are over-governed, that State loyalties hinder 
development of a real Australian sentiment, and that the extinction 
State boundaries would enable Australia to be treated as a sing 
economic unit with trade finding its natural outlets. ; 

Let it be admitted that a Federal system does create many diffi 
in politics and administration. But it is illusory to think that any savi 
of costs would be achieved by abolishing State Parliaments. The pre: 
services would have to be carried on, and indeed they would have to 
extended, e.g., technical education, and social services. 

It is also suggested that if State Parliaments were abolished the 
would be paved for the introduction of local government bodies. 
this continent has no faith in local government, and it would involvg 
revolution in thought and in political and administrative practice 
introduce real local government. We have no faith in the principle 
devolution, nor in the art of decentralisation. Again, only den 
populated centres lend themselves to provincial administration. La 
government must be based upon community interest or it is lifeless. 

Would one Parliament have time or capacity to handle all the prob 
that affect Australia? In England, it is constantly urged that the He 
of Commons should devolve power to provincial assemblies. Hg 
conditions are so dissimiliar throughout Australia that uniformity 
legislation and administration might be disastrous. And would not@ 
densely populated industrial States tend to shape policy in their ¢ 
interests, to the neglect of outlying parts. For example, has the Fed 
Government handled its territories with any competence? 

Remoteness of operations from the centre of government leads! 
anaemia in administration at the circumference. If popular governm 
is to be anything but a name, officialdom must be limited by pop 
control. The larger the area, the less vivid the sense of responsibili 
and the more difficult it is for the elector to relate costs and bene 
Business men in Sydney now complain of the difficulty of getting 
touch with the Government. What would be the fate of people in F 
or Brisbane? 

One Parliament would lessen the opportunity for public service, ust 
that term in its widest sense. One Parliament, one Public Service, 
judiciary, and so on would restrict ability. Provincial Councils wot 
not necessarily provide an alternative, for they have failed in Sd 
Africa. 

Finally, would unification promote a national sentiment? Upon 
is national sentiment based? As the Peden Royal Commission rema 
the advantage of separate Parliaments “may not be evident to® 
residents of those States which are in close touch with the cell 
authority, but it is fundamental to those States which are situated 
distance from the seat of government, and which by reason off 
sparseness of their populations, have a relatively small representall 
in the Commonwealth Parliament.” 








